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MEMORANDUM 

TO: Members of the Subcommittee on Water Resources & Environment 

FROM: Bob Gibbs 

Subcommittee Chairman 

RE: Hearing on “A Review of Innovative Financing Approaches 

for Community Water Infrastructure Projects (Part 11)” 


PURPOSE OF HEARING 


The Water Resources and Environment Subcommittee will hold the second of a two-pail 
hearing, in Room 2167 of the Rayburn House Office Building, on reviewing innovative 
approaches for financing community water infrastructure projects. The second part of the 
hearing will be held on Wednesday, March 21, 2012, at 10:00 a.m. (The first part of the 
hearing was held on Tuesday, February 28, 2012, at 10:00 a.m.) 

The Subcommittee will receive testimony from a city mayor, a municipal water utility, a 
State infrastructure financing authority, experts in municipal and private capital project finance, 
associations of water quality professionals and contractors, a private foundation, and a 
representative of State and local employees on potential innovative financing tools, including 
public or private funding and investment mechanisms, to better enable local communities to 
finance wastewater (and drinking water) facilities mandated by State and Federal environmental 
laws and regulations. 

The hearing also will look at a draft legislative proposal that would be entitled the “Water 
Infrastructure Finance and Innovation Act” (WIFIA). WIFIA would establish additional 
financing mechanisms to supplement the State revolving loan fund programs in addressing the 
means for funding water infrastructure projects. This WIFIA proposal is in part modeled after 
the Transportation Infrastructure Finance and Innovation Act (TIFIA) for surface transportation 
projects and other credit programs governed by the Federal Credit Reform Act. 
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JURISDICTION 


The Transportation & Infrastructure (T&I) Committee has jurisdiction, under the Clean 
Water Act (“CWA”), over water quality and wastewater infrastructure programs administered by 
the U.S. Environmental Protection Agency (EPA). Title III of the CWA places a number of 
treatment and other regulatory requirements on municipalities’ wastewater treatment works. 

Title IV of the CWA requires permits, under the National Pollutant Discharge Elimination 
System (NPDES) peimit program, for the discharge of pollutants from wastewater treatment 
works and certain municipal storm sewer systems. Title VI of the Clean Water Act provides for 
the establishment and capitalization of Clean Water State Revolving Loan Funds (SRFs) to aid in 
funding the construction of wastewater treatment works and other wastewater infrastructure 
around our nation. 

The T&I Committee also has jurisdiction over water supply infrastructure. The 
Committee does not have jurisdiction over Safe Drinking Water Act regulatory requirements. 

Safe Drinking Water Act regulations fall under the purview of the Energy & Commerce 
Committee as public health regulations. In addition, the Energy & Commerce Committee has 
jurisdiction over assistance, including infrastructure assistance, which is for the purpose of 
meeting the regulatory requirements of the Safe Drinking Water Act. 

BACKGROUND 


It is widely accepted that clean drinking water and public wastewater services are 
necessary priorities to sustain public health, support our economy, and protect the environment. 
Significant amounts of public resources have been devoted to water infrastructure in American 
communities over the last 40 years to meet these priorities. An impressive inventory of physical 
assets has been developed over the course of this period. 

The nation s wastewater infrastructure includes 16,000 publicly owned wastewater 
treatment plants, 100,000 major pumping stations, 600,000 miles of sanitary sewers, and 200,000 
miles of storm sewers. Our nation’s community drinking water infrastructure includes a 
similarly impressive array of facilities. 

Since 1972, with the enactment of the Clean Water Act, federal, State, and local 
investment in our national wastewater infrastructure has amounted to well over $250 billion. 

This investment has provided significant environmental, public health, and economic benefits to 
the nation. The nation’s farmers, fishermen, manufacturers, and tourism industries rely on clean 
water to carry out activities that contribute well over $300 billion to our economy each year. 

However, the nation’s ability to provide clean and safe water is being challenged, as 
existing wastewater infrastructure is aging, deteriorating, and in need of repair, replacement, and 
upgrading. Old and deteriorated infrastructure often leak, have blockages, and fail to adequately 
treat pollutants in wastewater, thereby creating wafer pollution problems. 
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IX 


REGULATORY PRESSURES AND INADEQUATE 
INFRASTRUCTURE ISSUES FACING OUR COMMUNITIES 


The needs of municipalities to address water and wastewater infrastructure are 
substantial. According to studies by EPA, the Congressional Budget Office, and the Water 
Infrastructure Network, the cost of addressing our nation’s clean water infrastructure needs over 
the next 20 years could exceed $400 billion, roughly twice the current level of investment by all 
levels of government. The needs for drinking water infrastructure drive this figure even higher. 

The needs are especially urgent for many areas trying to remedy the problem of 
combined sewer overflows (CSOs) and sanitary sewer overflows (SSOs), often associated with 
wet weather conditions, and for communities lacking sufficient independent financing ability. In 
recent years, EPA (and activist groups, through citizens suits) has stepped up enforcement 
actions against many municipalities in an effort to force them to eliminate their CSOs and SSOs. 
EPA’s national enforcement initiative has focused on the reduction of these overflows by 
winning commitments from municipalities to implement extremely expensive infrastructure 
upgrades to prevent these problems in the future. 

These enforcement actions have resulted in many larger cities and smaller municipalities 
entering into enforcement settlements, by signing consent agreements with EPA (and/or activist 
groups) to implement enforceable plans to eliminate their CSOs and SSOs. Many of these 
settlements are costly to implement, especially in the face of dwindling EPA infrastructure ftinds. 

The projected total cost to larger municipalities of implementing the terms of each of 
these settlements could end up being as much as $1-5 billion per city, or even more in some 
instances. There are well over 700 communities, located in 3 1 States and the District of 
Columbia, with combined sewer systems and CSO issues potentially facing these sorts of costs. 
Many more communities have SSO issues. EPA estimates that there are at least 23-75 thousand 
SSOs per year (not including sewage backups into buildings), amounting to an estimated three to 
ten billion gallons per year of untreated releases. 

In recent years, other regulatory issues have also become national priorities, which are 
placing further demands for resources on municipalities’ utilities. For example, while the 
nation’s wastewater utilities have already removed the vast majority of conventional pollutants 
from municipal wastewater, looking forward, they face significantly higher costs to remove the 
next increment plus control pollutants from urban runoff 

EPA has initiated a national rulemaking to establish a potentially far-reaching program to 
regulate stormwater discharges from newly developed and redeveloped sites and add to or make 
other regulatory requirements more stringent under its stormwater program. This includes 
possibly expanding the scope of the mimicipal separate storm sewer systems (MS4) regulatory 
program, establishing and implementing a municipal program to regulate stormwater discharges 
from existing development, imposing specific requirements for transportation facilities, and 
establishing and implementing stormwater regulations specific to the Chesapeake Bay 
watershed. This stormwater rulemaking, if promulgated, could cost communities billions of 
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additional dollars in regulatory compliance costs. This would thereby impose substantial 
additional regulatory and economic burdens on municipalities to comply, with questionable 
benefits. 

In addition, EPA has begun zealously pressing the States and local governments to adopt 
a new “framework” for managing nutrients pollution, including crafting numerical nutrients 
criteria, setting strict numerical regulatory requirements, including numerical standards and total 
maximum daily load (TMDL) load reduction goals for pollutant sources, and adopting stringent 
numerical nutrient standards and stringent effluent limits for nutrients in National Pollutant 
Discharge Elimination System (NPDES) permits for municipal and other dischargers of 
nutrients. Stringent effluent limits for nutrients in NPDES permits could mean that many 
municipalities would have to install and operate, at great expense, nutrient treatment and removal 
technologies at their wastewater treatment plants. These requirements will add an additional 
layer of regulatory requirements and economic burdens that our communities will have to deal 
with. 


Further, in many cities and towns, water infrastructure has been in place for many 
decades. Quite often, particularly in the larger cities, components of these systems (such as the 
water mains) are more than a century old. The life expectancies for these systems are being 
approached or exceeded in many cities and towns. As the water infrastructure outlives its useful 
life, it can corrode and deteriorate, resulting in an epidemic of water leakage, burst water mains, 
unreliable pumps and collection equipment, and aging treatment plants that fail to remove 
important contaminants. With age and increased demands due to population growth, drinking 
water infrastructure problems in many cities are growing. 

Moreover, many communities face increasing regulatory requirements and more stringent 
standards under the Safe Drinking Water Act for their public drinking water systems. In 
addition, protection of critical water and wastewater infrastructure has become important to 
homeland security. 

A large portion of these Federal and State regulatory mandates are going unfunded by the 
Federal and State governments. Rather, local governments are being expected to pay for more 
and more of the costs of these mandates, with the result that local governments have made 
substantial increases in investments in public water and wastewater infrastructure in recent years 
and local communities and ratepayers are increasingly getting economically tapped out. For 
example, Jefferson County, Alabama (Alabama’s most-populous coimty and the home of 
Birmingham) recently declared the largest municipal bankruptcy in U.S. history, in part as a 
result of a multi-billion dollar sewer project. Today, local government provides the majority of 
the capital required to finance water infrastructure investments through loans, grants, bonds, and 
user fees. 


COMMUNITIES’ CONCERNS 


As a result of many communities becoming financially squeezed, representatives of local 
government are increasingly voicing concerns over EPA and State policies and unfunded 
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mandates, including the cumulative impacts of multiple regulatory requirements being imposed 
on them. 

Municipalities are very concerned about the impacts the unfunded Federal mandates 
treadmill has on local government ability to meet compliance obligations, and have been urging 
EPA and State officials to limit the massive costs of complying with agency wastewater and 
stormwater requirements. This is especially true given municipalities’ dwindling revenues due 
to the economic downturn. 

The Water Resources & Environment Subcommittee held a hearing in December 2011 to 
explore these concerns and a proposed integrated planning and permitting regulatory 
prioritization effort that EPA has proposed under the Clean Water Act to help reduce the 
financial burdens communities are facing. 

Municipal officials also are urging the Federal government to increase support to the 
States and local governments to help pay for the unfunded Federal mandates. 

TRADITIONAL MEANS OF FINANCING 
’WASTE’WATER INFRASTRUCTURE NEEDS 


From 1972 to 1990, the Federal government provided assistance through Clean Water 
Act project grants for wastewater treatment capital improvements. More than $60 billion in 
direct grants were provided to communities. 

Since 1987, most of the Federal government’s assistance has been in the form of 
capitalizing Clean Water SRFs, In this program. Federal money appropriated to EPA is 
distributed to the States through Federal capitalization grants. This assistance is funded through 
general taxpayer revenues. States must match the Federal SRF funding by 20 percent. The 
Federal government has provided approximately $32 billion in SRF capitalization grants to date. 

Each State’s CWSRF operates much like a specialized infrastructure bank, by making 
loans for wastewater infrastructure and nonpoint source projects, refinancing existing local debt, 
and providing guarantees of or bond insurance for local debt. Many State financing authorities 
have been using innovative debt financing techniques in order to help make adequate and 
economical funding for water infrastructure available and accessible. 

More than half the Slates leverage their SRF funds by using tho.se funds to provide the 
collateral for the issuance of State bonds, doubling the amount of such funds available for 
infrastructure investments. Some States have also established special bond authorities, trust 
funds, and/or infrastructure banks to aid in the delivery of financing to small communities. 

Communities are investing well over $10 billion a year in wastewater infrastructure. In 
most cases, the capital to make that investment is borrowed. In recent years, communities 
borrowed approximately $5.3 billion per year in below-market loans from the Clean Water 
SRFs. CWSRFs have funded over $85 billion in low-interest loans for clean water projects to 
date. Communities have raised the rest of the capital from otlier sources, primarily from banks 


5 



Xll 


and issuing municipal bonds. Communities use revenues collected from rate-payers to fund both 
operation and maintenance and repayment of the debt they have incurred. Very few 
communities have sufficient capital resources to fund infrastructure improvements without 
incurring debt. 

Small, rural, and disadvantaged communities face a shrinking pool of financing 
resources, and are especially at a disadvantage in financing water and wastewater infrastructure. 
Rural community assistance programs, such as those sponsored through the U.S. Department of 
Agriculture’s Water and Environmental Program in the Rural Utilities Service, provide some 
assistance (including direct loans, grants, and loan guarantees) for projects in unincorporated 
rural areas and small towns to develop and rehabilitate water and waste facilities, but this amount 
of assistance does not meet the needs of these small, rural, and disadvantaged communities. 

Several States have taken steps to supplement funding for water infrastructure and other 
clean water projects. A number of States have approved special issuances of bonds to assist 
local communities. In 2004, the State of Maryland enacted legislation that established the 
Chesapeake and Atlantic Coastal Bays Restoration Fund, supported by a monthly fee on sewer 
bills and an equivalent annual fee on septic system owners. The Fund is being used to upgrade 
wastewater treatment plants, repair failing septic tanks, and fund a cover crop program to reduce 
nitrogen and phosphorus loadings to the Chesapeake Bay and coastal bays. 

Despite these substantial Federal and State investments in infrastructure, still more 
investment is needed to address all of the demands that communities face. As a result, many are 
seeking new ways to increase funding for water infrastructure. 

OTHER POTENTIAL APPROACHES FOR ADDRESSING 
WATER INFRASTRUCTURE FINANCING NEEDS 


Clean Water Trust Fund 


Some are advocating cost savings and improved efficiencies, along with local rate 
increases. Others are seeking increased Federal and State support for the SRPs or for clean water 
grants. Still others are advocating the creation of a national clean water trust fund as a means for 
financing wastewater infrastructure needs. 

Trust fund advocates argue that a national clean water trust fund would provide a new 
revenue stream, would be a more stable and secure funding source, would help generate the 
revenues needed to close the funding gap, could enhance State and local revenue-generating 
capacity by requiring a State matching component or enhancing the viability of rate increases at 
the local level, and would ensure that costs are home equitably by those that benefit from clean 
water. They point to the highway and aviation trust funds, which provide billions in dedicated 
funding for roads and airports by collecting fees from highway and airport users, and take the 
position that the nation’s water infrastructure demands a similar dedicated revenue stream. 

One of the most complex aspects of moving from the trust fund concept to reality, 
however, is determining the revenue sources for such a trust fund. Trust fund advocates have 
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looked at several potential revenue sources, including a fee on water-based recreational products 
and services, industrial discharges, flushable products, or beverages, a broad clean water 
restoration fee, as well as a combination of some or all of the foregoing. All options put forth by 
trust fund advocates are based on the assumption that the beneficiaries of clean water, and/or the 
pollutant dischargers (other than the wastewater treatment plants themselves), have the primary 
responsibility for guaranteeing clean water. 

However, none of the sectors identified by trust fund advocates as potential funding 
sources support a fee or tax on their activities. In addition, a true water user fee, which would 
involve placing a Federal surcharge on water and/or wastewater rates, has little public support. 

Improved Asset Management and Sustainable Infrastructure 

Communities are feeling considerable pressure to improve the management of their 
wastewater systems to reduce costs and maintain sustainable systems. Some are also looking at 
innovative ways of integrating decentralized, distributed, and nonstructural water infrastructure 
to reduce the need for expensive infrastructure. In addition, financing institutions, associations 
of water quality professionals, States, and EPA all have been encouraging utilities to improve the 
management of their infrastructure assets, in order to reduce the demand for new infrastructure. 

Moreover, EPA has begun implementing “sustainable infrastructure initiatives” to help 
communities close the gap through actions and innovations to reduce the demand for 
infrastructure. Through these initiatives, EPA is promoting better asset management techniques 
for reducing long-term costs and improving performance and sustainability, promoting water 
efficiency, promoting full cost pricing of water, expanding watershed approaches, and 
advocating the use of so-called “green” infrastructure to identify efficient and effective local 
infrastructure solutions, By properly operating and maintaining infrastructure, and by plamiing 
for capital improvements, wastewater utilities can reduce costs and avoid catastrophic 
infrastructure failures. 

However, improved asset management and “sustainable” infrastructure initiatives, alone, 
will not meet the needs of communities. Increased investment by government, plus the private 
sector, is needed to close the gap between current spending and projected infrastructure funding 
needs, even if water and wastewater systems are able to implement cost savings and improved 
efficiencies. Otherwise, without adequate spending on our nation’s water infrastructure, we face 
the very real risk of losing the environmental gains we have achieved over the last three decades. 
Our $250 billion-plus investment in wastewater infrastructure is at risk, as is the $300 billion a 
year in economic activities that rely on clean water. 

Private Investment 


Private sector capital is another, potentially major source of funding for water and 
wastewater infrastructure. Municipally owned water and wastewater utilities traditionally have 
not had much access to private sector investment capital outside the traditional municipal bond 
market. 
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However, the financial markets have been “discovering” infrastructure in the past several 
years, and this is fast becoming a popular asset class that is attracting many billions of dollars in 
private investment capital. Investors have recognized the huge and growing need for 
infrastructure investment around the world, in transportation and energy as well as 
water/wastewater, and are looking for ways to participate in this market. In addition, the recent 
financial market turmoil, triggered by the global financial crisis and concerns of inflation, has 
prompted many financial investors to reconsider their long-term investment strategies and 
explore entirely new categories of investment. 

In recent years, there has been a rapid increase in the creation and size of infrastructure 
investment funds. Tens of billions of dollars have been invested in these funds to date. 

Managers of these funds are actively looking for deals where they can put this new money to 
work for their investors. Key targets include transportation, energy, and water/wastewater- 
related assets. 

Investors in these funds are often pension funds (including public pension funds such as 
State-sponsored teacher and public employee plans), insurance companies, or foundations, which 
have large amounts of capital to invest and are looking for stable, long-term investment returns 
that basic infrastructure assets can provide. Many of these funds are looking for opportunities to 
invest in long-lived tangible assets that generate predictable and stable cash returns that are 
indexed or hedged against inflation and pose limited risk. Water and wastewater infrastructure 
projects fit this bill. 

Consistent with these objectives, a number of pension and other investment funds are 
now interested in building a portfolio of investments in wastewater and drinking water facilities 
and, in some cases, their related distribution and collection systems. Such facilities provide an 
essential service to residential and commercial end users, for which there is no viable alternative. 
They generate cash flows secured by an established and diversified customer base of households 
and businesses, within service areas that are typically characterized by substantial barriers to 
entry for potential new competing providers of services. Such facilities effectively generate 
stable, recession-resistant cash flows, with limited relation to other investment allocations of the 
funds. Properly selected and structured, investments in wastewater and drinking water facilities 
also can provide a predictable cash flow stream over the long term. 

The investments may take the form of purchasing existing utility assets or, tlirough 
public-private partnerships, the private sector can invest their own capital in new water or 
wastewater infrastructure, and operate facilities over periods of time to receive a return on their 
investment. Private investment capital also is available for providing financing to utilities 
through lending and the purchase of bonds. 

Despite the interest of the private sector investing in infrastructure, many potential 
private investors are finding impediments to private investment capital going into water and 
wastewater infrastructure in this country. Many experts in municipal and private capital project 
finance believe the ways the U.S. water and wastewater industry has traditionally been structured 
and financed gets in the way of private investment. 
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For example, investment research analysts have observed that the vast majority of water 
and wastewater infrastructure in the United States is owned by local government entities, 
including cities, towns, and sometimes regional water or sewer authorities. Only about 15% of 
the population in the U.S. is served by investor-owned water utilities, and an even smaller 
proportion (less than 10%) is served by investor-owned wastewater utilities. The industry is 
highly fragmented, with more than 50,000 utility systems around the country, which are mostly 
small systems serving only a few thousand people. 

In the United States, funding and investment in water and wastewater infrastructure is 
also fragmented. Investor-owned water utilities fund their infrastructure needs through a 
combination of equity, which they periodically raise through offerings of stock to investors, and 
debt, usually a combination of bank debt, bond debt, and sometimes low-cost State or SRF- 
supported debt. State public utility regulators then approve periodic customer rate increases that 
pay for these investments, allowing a return on equity and coverage for interest costs and debt 
repayment. 

Municipally owned utilities, on the other hand, typically pay for their infrastructure 
investments by issuing tax-exempt municipal bond debt. They also may receive some 
contribution from general tax funds, from State or Federal grant programs, or from the SRF 
programs, but the majority of funds are raised locally. Increasingly, municipalities are raising 
customer rates, or user fees, to pay for infrastructure improvements, though some cross- 
subsidization between water and sewer services and other city services still exists in some 
municipalities. 

Historically, municipal bond financing has worked well for public utilities, but the rising 
clean water investment needs and unfunded mandates being faced by many communities are now 
stretching their bond-raising capacity, since they also mu.st fund a wide range of other municipal 
services, facilities, and needs. Despite its historic stability, some are concerned that the public 
water and sewer utility sector is facing increasing challenges that may impact credit quality. 

As a result of this fragmented industry and investment structure, municipally owned 
water and wastewater utilities have typically not had access to private sector investment capital 
outside the municipal bond market. Moreover, private investors typically have been precluded 
from investing in the municipal water and wastewater market other than through municipal 
bonds. 


However, many experts in municipal and private capital project finance believe that, 
through some restructuring of the industry and by developing creative project financing 
mechanisms outside of direct utility asset purchases, we could start to overcome the barriers to 
bringing private sector capital into the municipal water and wastewater markets. For example, 
they believe a vai'iety of financing structures utilizing tax-exempt facility bonds, commonly 
known as private activity bonds (PABs), taxable bonds, and equity funding are possible to help 
optimize water and wastewater infrastructure project development. 

Projects can be structured as public-private partnerships to optimize development, 
construction, and long term operation, as well as appropriate sharing of risks between the public 
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and private partners. Highly-regarded private companies active in the water and wastewater 
market could help facilitate the structuring of long-tenrr public-private partnership airangements. 
Increased equity investment and assumption of risk by long term private partners for water and 
wastewater projects could increase with the use of PABs and could benefit all public and private 
participants developing projects to meet water and wastewater infrastructure needs. 

Private activity bonds, issued by States and municipalities, are used to attract private 
investment for projects that have some public benefit. The State or municipality issuing the bond 
must be able to prove that a public benefit derives from the private activity bond in order to 
qualify for tax-exempt status. A tax-exempt PAB results in reduced financing costs by 
generating significant interest savings because of the exemption from Federal, and in some State, 
tax, and promotes projects important to the local community. PABs may be issued for 
wastewater and drinking water treatment projects involving private interests, but there are strict 
tax rules that limit the use of PABs. 

The most serious limitation on the issuance of tax-exempt PABs is the “unified volume 
cap,” which restricts the amount of PABs that States and localities may issue in any given year. 
Under the Internal Revenue Tax Code, States and municipalities within the State are subject to a 
State-wide cap on the volume of PABs that may be issued each year. In 2012, that limit is 95 
times the State population, or $284.56 million, whichever is greater (this amount is to be adjusted 
yearly for inflation). In most States, the vast majority of financing by PABs has gone to other 
sectors such as housing and education. 

Congress has exempted some activities from this volume cap. For example, in the latter 
1980s, to avert a crisis of lack of landfill capacity. Congress exempted the construction of solid 
waste landfills from the PABs volume cap. This resulted in many billions of dollars of PABs 
being issued to help fund the development of new infrastructure to help solve the disposal crisis. 

Wastewater and drirking water projects currently are not exempted from the cap. If 
wastewater and drinking water infrastructure also were exempted from the PAB volume cap, this 
could generate considerable additional revenue for this purpose. A municipality could issue tax 
exempt bonds and then use the bond revenues to partner with a private company to build 
wastewater or drinking water facilities. 

Legislation has been introduced in recent Congresses, including H.R. 1802 in the 1 12th 
Congress, which would remove the PABs volume cap for water and wastewater facilities. 

“Water Infrastructure Finance and Innovation Act” (WIFIAj 

The Subcommittee is looking at a potential financing tool for water and wastewater 
infrastructure projects that would in part be modeled after the Transportation Infrastructure 
Finance and Innovation Act (TIFIA) for surface transportation projects and other credit programs 
governed by the Federal Credit Reform Act. A preliminary draft of legislation, that would be 
entitled the “Water Infrastructure Finance and Innovation Act” (WIFIA), is attached to this 
memorandum. WIFIA would establish additional financing mechanisms to supplement existing 
means for funding water infrastructure projects. 
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The WIFIA program would provide Federal credit assistance in the form of direct loairs 
and loan guarantees, to finance significant water and wastewater infrastructure projects. WIFIA 
credit assistance could provide improved access to capital markets, flexible repayment tenns, and 
potentially more favorable interest rates than can be found in private capital markets for similar 
instruments. WIFIA could help advance qualified, large-scale projects that otherwise might be 
delayed or deferred because of size, complexity, or uncertainty over the timing of revenues. 

Many water and wastewater infrastructure projects would be eligible for assistance under this 
draft proposal. 

The WIFIA program would be governed by the Federal Credit Reform Act of 1990 
(FCRA), which would require the U.S. Environmental Protection Agency (the administering 
agency for the proposed WIFIA program) to establish a capital reserve, or “subsidy cost,” to 
cover expected credit losses before it can provide WIFIA credit assistance. Congress would 
place limits on the annual subsidy amount available. 

The FCRA sets up a system of two budgetary accounts to record the budget information 
necessary for accrual accounting to work, i.e., program and financing accounts. The Program 
Account is an on-budget account that receives the appropriation for the subsidy cost, i.e., the 
“tine economic cost that ought to be reflected on the Federal budget.” The Financing Account is 
a non-budgetary account that tracks the financing cash flows, such as loan disbursements, 
repayments from borrowers, and interest payments. As a non-budgetary account, the Financing 
Account’s cash flows are not included in budget totals and are not part of the deficit calculation. 

Hence, under the FCR^A, the cash flows associated with a Federal credit program such as 
WIFIA would be tracked in non-budgetary financing accounts, and these cash flows would not 
be included in budget totals and would not be part of the Federal deficit calculation. 

As each loan is disbursed, the Program Account would outlay the corresponding subsidy 
cost to the Financing Account. The subsidy cost then would be combined with the non- 
subsidized portion of the loan and the entire loan amount would be disbursed to borrowers. If 
the loan performs as expected, borrower repayments would enable the entire amount borrowed 
from Treasury to be repaid to the Treasury over time with interest. The aggregate performance 
of loans issued would be expected to enable the Financing Account (and hence, the Treasury) to 
stay in a break-even or better situation. 

Under the FCRA, Congress only would have to appropriate the “subsidy cost” of the 
WIFIA loans — essentially, an amount to cover the risk of defaults and the government’s cost of 
funds. The draft bill provides for the appropriation of funds to cover the subsidy cost of the 
WIFIA credit program, plus the appropriation of funds to cover administrative expenses. The 
subsidy cost and expenses would be expected to be the only costs reflected in the Federal budget. 

The draft WIFIA bill also contains language that would remove the PABs volume cap for 
water and wastewater facilities. 
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WITNESSES 
(March 21, 2012) 

Mayor Ron Behm 
City of Napoleon, Ohio 

Ms. Karen Massey 
Director 

Missouri Environmental Improvement and Energy Resources Authority 
(testifying on behalf of the Council of Infrastructure Financing Authorities) 

Mr. David Weihrauch 
Water Treatment Plant Manager 
City of Oxford, Ohio 

Mr. Stephen Howard 
Infrastructure Project Finance 
Barclays Capital 
New York, NY 

Mr. David Dombirer 
Vice President 
Energy & Water Division 
CoBank 

Greenwood Village, CO 

Mr. Benjamin H. Grumbles 
President 

Clean Water America Alliance 

Mr. Ryan Schmitt 
President 

Petticoat-Schmitt Civil Contractors, Inc, 

Chairman of the Board, NUCA - Representing Utility and Excavation Contractors 
(testifying on behalf of NUCA) 

Ms. Lynn Broaddus 
Director, Enviroiunent Program 
The Johnson Foundation at Wingspread 
Racine, Wisconsin 

Mr. Rich Abelson 
Director of AFSCME, Council 48 
Milwaukee, Wisconsin 

(testifying on behalf of the American Federation of State, County, and Municipal Employees) 
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112th congeess 

2d Session 


H.R. 


To provide financing assistance for qualified water infrastructure projects, 
and for other purposes. 


IN THE HOUSE OP REPRESENTATIVES 


M . introduced the following bill; which was referred to the 

Committee on 


A BILL 

To provide financing assistance for qualified water 
infrastructure projects, and for other pui-poses. 

1 Be it enacted by the Senate and House of Eepresenta- 

2 tives of the United States of America in Congress assembled, 

3 SECTION 1. SHORT TITLE; TABLE OF CONTENTS. 

4 (a) Short Title. — T liis Act may be cited as the 

5 “Water Infrastructure Finance and Innovation Act of 

6 2012 ”. 

7 (b) Table op Contents. — The table of contents of 

8 this Act is as follows: 

Sec. 1 . Short title; table of contents. 

Sec. 2. Findings. 
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title 1— water infrastructure finance and innovation 

Sec. 101. Definitions. 

Sec. 102. Autliority to provide assistance. 

Sec. 103. Application. 

Sec. 104. Entities eli^ble for assistance. 

Sec. 105. Projects eligible for assistance. 

Sec. 106. Activities eligible for assistance. 

Sec. 107. Selection among eligible projects. 

Sec. 108. Credit evaluation. 

Sec. 109. Terms and conditions. 

See, 110. Program administration. 

Sec. in. Technical assistance. 

Sec. 112. Threshold for assistance. 

Sec. 113. Funding. 

TITLE II— PRIVATE ACTIVITY BONDS 
Sec. 201. Exempt-facility bonds for sewage and water supplj’’ facilities. 

1 SEC. 2. FINDINGS. 

2 Congress finds the following; 

3 (1) It is in the national interest to encourage 

4 the timely and cost effective rehabilitation and re- 

5 placement of aging water and sewer infrastructure. 

6 (2) The Environmental Protection Agency re- 

7 ports — 

8 (A)- $3-34,000,000,000 is needed to invest 

9 in infrastructure improvements over 20 y;ears to 

10 ensure the provision of safe water; and 

11 (B) $202,500,000,000 is needed for pub- 

12 liely owned wastewater sy.stems-related infra- 

13 structure needs over 20 years. 

14 (3) Customer rates and local charges are and 

15 will remain the primary means of paying for water 

16 service and infrastructure. 
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1 (4) The municipal bond market and State Re- 

2 volving Fund programs are the primary long-term 

3 means for financing water infrastructure projects, 

4 but upfront investment needs are simply too high to 

5 be met with these traditional means alone. 

6 (5) Financing constraints make it particularly 

7 difficult for State Revolving Funds to support large 

8 water infrastructure projects of regional and na- 

9 tional significance. 

10 (6) Current financing mechanisms do not suffi- 

11 ciently catalyze private sector investment, while the 

12 capital markets, including pension funds, and other 

13 investors have a growing interest in infrastructure 

14 investment. 

15 (7) This Act will substantially benefit the Na- 

16 tion’s drinking water and wastewater systems by— 

17 (A) addressing the gap in funding for 

1 8 large, regionally, and nationally significant 

19 projects by making available direct loans and 

20 loan guarantees to reduce borrowing costs and 

21 accelerate water infrastructure investment; 

22 (B) enhancing the capacity of State Re- 

23 volving Fund programs to assist other projects; 
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1 (C) facilitating private sector investment in 

2 drinking' ■water and wastewater infrastructure; 

3 and 

4 (D) promoting compliance with the Federal 

5 Water Pollution Control Act and the Safe 

6 Drinking Water Act. 

7 (8) As the historical default rate on water and 

8 sewer bonds is 0.04 percent, the risk of default on 

9 Federal assistance provided under this Act is mini- 

10 mal. 

11 (9) Because loans, loan guarantees, and other 

12 credit instruments only incur long-term costs if sub- 

13 sidized or in the event of default, this Act can help 

14 to meet the Nation’s water infrastructure needs at 

15 minimal long-term cost to the Federal Government. 

16 TITLE I— WATER INFRASTRUC- 

17 TURE FINANCE AND INNOVA- 

18 TION 

19 SEC. 101. DEFINITIONS. 

20 In this title, the following definitions apply: 

21 (1) Administrator.— -T he term “Adminis- 

22 trator” means the Administrator of the Bn'viron- 

23 mental Protection Agency. 
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1 (2) Borrower. — The term “borrower” means 

2 an eligible entity tliat owes payments of interest or 

3 principal on a credit instrument. 

4 (3) Community water system. — T he term 

5 “community water system” has the meaning given 

6 such term in section 1401 of the Safe Drinking 

7 Water Act (42 U.S.C. 300(f)). 

8 (4) Cost op a direct loan; cost op a loan 

9 guarantee. — The terms “cost of a direct loan” and 

10 “cost of a loan guarantee” mean the “cost of a di- 
ll rect loan” and “cost of a loan guarantee”, respec- 

12 tively, as those terms are used in section 502(5) of 

13 the Federal Credit Reform Act of 1990 (2 U.S.C. 

14 661a(5)). 

15 (5) Credit instrument. — The term “credit 

16 instrument” means a direct loan made under this 

17 title or a loan or other debt obligation that is subject 

18 to a loan guarantee under this title. 

19 (6) Direct loan. — The term “direct loan” — 

20 (A) means a “direct loan”, as such term is 

21 defined under section 502(1) of the Federal 

22 Credit Reform Act of 1990 (2 U.S.C. 661a(l)); 

23 and 

24 (B) includes a Government purchase of a 

25 bond. 
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1 (7) Loan guarantee.— T he terra “loan gnar- 

2 antee” has the meaning given such term under sec- 

3 tion 502(3) of the Federal Credit Keform Act of 

4 1990 (2 U.S.C. 661a(3)). 

5 (8) State infrastructure financing au- 

6 THORITY. — The term “State infrastructure financing 

7 authority” means the State entity established or des- 

8 ignated by the Governor of a State to receive a cap- 

9 italization grant prodded by, or otherwise carry out 

10 the requirements of, title VI of the Federal Water 

11 Pollution Control Act (33 U.S.C. 1381 et seq.) or 

12 section 1452 of the Safe Drinking Water Act (42 

13 U.S.C. 300j-12). 

14 (9) Treatment works. — The terra “treatment 

15 works” has the meaning given such terra under sec- 

16 tion 212 of Federal Water Pollution Control Act (33 

17 U.S.C. 1292). 

1 8 sec. 102. AUTHORITY TO PROVIDE ASSISTANCE. 

19 The Administrator may make a direct loan (including 

20 a subordinated loan) or a loan guarantee to an ehgible 

21 entity for eligible activities associated with an eligible 

22 project, in accordance with this title. 

23 SEC. 103. APPLICATION. 

24 (a) In General. — To receive assistance under this 

25 title, an eligible entity shall submit to tbe Administrator 
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1 an application at such time, in such manner, and con- 

2 taining such information as the Administrator may re- 

3 quire. 

4 (b) Combined Projects, — I n the case of a project 

5 eligible for assistance under section 105(8), the Adminis- 

6 trator shall require from the eligible entity a single appli- 

7 cation for the combined group of projects. 

8 SEC. 104. ENTITIES ELIGIBLE FOR ASSISTANCE. 

9 (a) In General. — For the purposes of this title, the 

10 following are eligible entities; 

11 (1) An entity (other than a State or local high- 

12 way or road department or agency) that owns or op- 

13 crates a treatment works that serves the general 

14 public, including a municipal or regional separate 

15 storm sewer system management agency. 

16 (2) An entity that owns or operates a commu- 

17 nity water system. 

18 (3) Any grouping or combination of the above 

19 that may be cooperating on an eligible project. 

20 (4) A State infrastructure financing authority, 

21 for the purposes of providing assistance to an eligi- 

22 ble project under section 105(8), 

23 (b) Public-private Partnerships. — I n the case of 

24 an entity that is a public-private partnership, a public en- 

25 tity-owned or investor-ovraed utility shall be the entity eli- 
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1 gible for assistance under this title, and not the private 
. 2 financing or development partner. 

3 SEC. 105. PROJECTS ELIGIBLE FOR ASSISTANCE. 

4 For the purposes of this title, the following are ehgi- 

5 ble projects: 

6 (1) A capital project to construct, replace, or 

7 rehabilitate a treatment works or a community 

8 water system. 

9 (2) A capital project to increase the security of 

10 a treatment works or a community water system. 

11 (3) A capital project to reduce the energy con- 

12 sumption needs of a treatment works or a commu- 

13 nity water system, including the implementation of 

14 energy efficient or renewable generation tech- 

15 nologies. 

16 (4) A capital project to increase water effi- 

17 ciency, reduce the demand for water, or reduce the 

18 demand for treatment works or community water 

19 system capacity. 

20 (5) A capital project to manage or control 

21 stormwater. 

22 (6) A capital project to reuse municipal waste- 

23 water or stormwater. 
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1 (7) A capital project for the consolidation of 

2 two or more treatment w’orks or community water 

3 systems. 

4 (8) A group of projects described in any of 

5 paragraphs (1) through (7) that are combined for 

6 purposes of receiving a single direct loan or loan 

7 guarantee. 

8 SEC. lOG. ACTIVITIES EUGIBLE FOR ASSISTANCE. 

9 For the purposes of this title, eligible activities with 

10 respect to an eligible project include the following: 

11 (1) Development phase activities, including 

12 planning, feasibility analysis, revenue forecasting, 

13 environmental review, pennitting, and other 

14 preconstruction engineering and design work. 

15 (2) Construction, reconstruction, rehabilitation, 

16 and replacement required for the project. 

17 (3) Acquisition of real property (including inter- 

18 ests in real property), environmental mitigation, con- 

19 struction contingencies, and acquisition of equip- 

20 ment. 

21 (4) Funding mechanisms necessary to meet 

22 market or affordability requirements, reasonably re- 

23 quired reserve funds, capitalized interest issuance 

24 expenses, and other carrying costs during eonstruc- 

25 tion of the project. 
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1 (5) Refinancing of interim construction financ- 

2 ing, long term project obligations, or direct loans or 

3 loan guarantees made under this title. 

4 SEC. 107. SELECTION AMONG ELIGIBLE PROJECTS. 

5 (a) In General. — The Administrator shall select eli- 

6 gible projects to receive assistance under this title based 

7 on the following criteria; 

8 (1) The significance of the infrastructure needs 

9 addressed by the project, including the economic, en- 

10 vironmental, and public health benefits of the 

1 1 project. 

12 (2) The creditworthiness of the project under 

13 consideration, including the terms, conditions, finan- 

14 cial structure, and security features making up the 

15 proposed financing, and the financial assumptions 

16 upon which the project is based. 

17 (3) The need for Federal assistance, including 

18 the likelihood that the provision of assistance by the 

19 Administrator under this title will cause the project 

20 to proceed more promptly and with lower costs for 

21 financing than would be the case without such as- 

22 sistance. 

23 (4) The degree to which the project financing 

24 plan includes public and private financing in addi- 

25 tion to assistance under this title. 
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1 (5) The cost of the direct loan or loan guar- 

2 antee to the Government for the project. 

3 (6) The extent to which the project is nationally 

4 or regionally significant. 

5 (b) Special Rule for Combined Projects. — In 

6 the case of a project eligible for assistance under section 

7 105(8), the Administrator shall consider only the criteria 

8 described in paragraphs (1), (2), (3), and (5) of subsection 

9 (a). 

10 (c) Reasonable Assurance op Payment. — The 

11 Administrator may select an eligible project for assistance 

12 only if the Administrator finds that there is a reasonable 

13 assurance that all payments will be made on the credit 

14 instrument. 

15 SEC. 108. CREDIT EVALUATION. 

16 (a) In General. — ^The Administrator shall develop 

17 and implement a credit evaluation process before pro- 

18 viding any assistance under this title. 

19 (b) Preliminary Rating Opinion Letter. — For 

20 purposes of determining creditworthiness under section 

21 107(a)(2), the Administrator may require an eligible enti- 

22 ty to provide a preliminary rating opinion letter from at 

23 least one rating agency, or may use an alternative (includ- 

24 ing an internal) credit rating process. 
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1 (e) Rule poii Certain Combined Projects. — In 

2 the case of an eligible project under section 105(8) for 

3 which a State infrastructure financing authority is the eli- 

4 gible entity, in addition to the creditworthiness consider- 

5 ation under section 107(a)(2), the Administrator shall 

6 evaluate the creditworthiness of each entity represented by 

7 the State infrastiucture financing authority that will be 

8 carrying out any project described under paragraphs (1) 

9 through (7) of section 105 that will be part of such eligible 

10 project. 

1 1 SEC. 109. TERMS AND CONDITIONS. 

12 (a) In General. — ^Direct loans and loan guarantees 

13 made under this title shall be on such terms and condi- 

14 tions and contain such covenants, representations, warran- 

15 ties, and requirements (including requirements for audits) 

16 as tlie Administrator may prescribe. 

17 (b) Interest Rate. — 

18 (1) In general. — The interest rate applicable 

19 to a credit instrument shall be the rate that is set 

20 by reference to a benchmark interest rate on mar- 

21 ketable Treasury securities with a similar maturity 

22 to such credit instrument, as of the date of execu- 

23 tion of the agreement. 

24 (2) Higher interest rates. — The Adminis- 

25 trator may charge a higher interest rate on a direct 
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1 loan if the Administrator determines the risk profile 

2 of the project indicates a higher interest rate is nec- 

3 essary to protect the interests of the United States. 

4 (c) Term op Loan. — The Administrator may provide 

5 assistance under this title only with respect to a credit 

6 instrument the final maturity date of which is not later 

7 than 35 years after the date on which funds are disbursed. 

8 (d) Security Features. — The Administrator shall 

9 require a borrower receiving assistance under this title to 

10 use a rate covenant, coverage requirement, or similar secu- 

11 rity feature supporting the project obligations to ensure 

12 repayment. 

13 (e) Direct Loan Repayments. — 

14 (1) Schedule. — The Administrator shall es- 

15 tablish a repayment schedule for each direct loan 

16 under this title based on the projected cash flow 

17 from project repayment sources. 

18 (2) Commencement. — Scheduled repajments 

19 of principal or interest on a direct loan made under 

20 this title shall commence not later than the earlier 

21 of— 

22 (A) 5 years after the date of substantial 

23 completion of the project, as determined by the 

24 Administrator in a manner set forth at the time 

25 the direct loan is made; or 
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(B) [ 1 years after the date on which the 

direct loan is made. 

(3) Deferrai. of payments. — 

(A) In general. — If the Administrator 
determines that a borrower lacks the resources 
to make scheduled payments on a direct loan 
made under this title based on circumstances 
not foreseeable at the time the direct loan is 
made, the Administrator may allow for the de- 
ferral of such payments. 

(B) Interests. — Any payment deferred 
under subparagraph (A) shall — 

(i) continue to accrue interest until 
fully repaid; and 

(ii) be scheduled to be amortized over 
the remaining term of the direct loan. 

(C) Criteria. — ^Any payment deferral 
under subparagraph (A) shall be contingent on 
the project meeting criteria established by the 
Administrator, which shall include standards 
for reasonable assurance of repayment. 

(4) Prepayment. — Payments on the direct 
loan may be made in advance with no penalty. 

(f) Special Rules for Loan Guarantees. — 
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1 (1) Terms.— T he terms of a credit instrument 

2 that is the subject of a loan ^arantee under this 

3 title shall be consistent with the terms set forth in 

4 this title for a direct loan, except that the interest 

5 rate and any pre-payment features on such credit in- 

6 strument shall be negotiated between the borrower 

7 and the lender, with the consent of the Adminis- 

8 trator. 

9 (2) Interest rate. — The Administrator may 

10 make a loan guarantee under this title only if the 

11 Administrator determines that the interest rate on 

12 the credit instrument that is suhiject to such loan 

13 guarantee is appropriate, taking into account the 

14 prevailing rate of interest in the private sector for 

15 similar obligations. 

16 (3) Eligible lender. — The Administrator 

17 may not make a loan guarantee under this title un- 

18 less the lender of the loan or purchaser of the debt 

19 security that will be the subject of the loan guar- 

20 antee is a non-Pederal qualified institutional buyer 

21 (as defined in section 230.144A(a) of title 17, Code 

22 of Federal Regulations (or any successor regula- 

23 tion)), including — 

24 (A) a qualified retirement plan (as defined 

25 in section 4974(c) of the Internal Revenue Code 
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1 of 1986) that is a non-Federal qualified institu- 

2 tional buyer; and 

3 (B) a governmental plan (as defined in 

4 section 414(d) of the Internal Revenue Code of 

5 1986) that is a non-Pederal qualified institu- 

6 tional buyer. 

7 (4) Adequate servicing provisions re- 

8 QUIRED. — No loan guarantee may be made under 

9 this title for a loan unless the Administrator deter- 

10 mines that the lender with respect to such loan is re- 

1 1 sponsible and that adequate servicing provisions 

12 have been made for the loans that are the subject 

13 of such loan guarantee that are reasonable and pro- 

14 tect the financial interest of the United States. 

15 SEC. 110. PROGRAM ADMINISTRATION. 

16 (a) In General. — The Administrator shall establish 

17 a uniform system to service the direct loans and loan guar- 

18 antees made under this title. 

19 (b) Assistance Prom Expert Firms. — The Ad- 

20 ministrator may retain the services of expert firms, includ- 

21 ing counsel, in the field of municipal and project finance 

22 to assist in the underwriting and servicing of direct loans 

23 and loan guarantees made under this title. 

24 (c) Fees for Administrative Expenses. — 
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1 (1) In GENERAIj. — In providing assistance 

2 under this title, the Administrator may collect fees 

3 for administrative expenses, including premiums for 

4 loan guarantees, at a level that is sufficient to cover 

5 the costs of services of expert firms and all or a por- 

6 tion of the costs to the Federal Government of serv- 

7 icing the direct loans and loan guarantees made 

8 under this title and, as provided in advance in ap- 

9 propriations acts, use such amounts to cover such 

10 expenses. 

11 (2) Levee op pees. — The Administrator shall 

12 set such fees at a level that will minimize the cost 

13 to the Federal Government and maximize the assist- 

14 ance that can be provided under this title, while pro- 

15 viding competitive credit terms to eligible projects, in 

16 order to lower borrowing costs and accelerate water 

17 infrastructure investment. 

18 SEC. 111. TECHNICAL assistance. 

19 The Administrator may use funds appropriated under 

20 this title to provide teclmieal assistance to applicants and 

21 prospective applicants in constructing financing packages 

22 that leverage a mix of public and private funding sources. 


f;\VHLC\022212\02221 2.001 .xml (51 5445119) 

February 22. 2012 (9:16 a.m.) 



XXXVl 


F:\KMUM12\TANDI\FINANCING\WlFIA_00tBMfenssion Draft] 

18 

1 SEC. 112. THRESHOLD FOR ASSISTANCE. 

2 The Administrator may provide assistance under this 

3 title only with respect to a credit instrument in an amount 

4 of $20,000,000 or more. 

5 SEC. 113. FUNDING. 

6 (a) Authorization op Appropriations. — 

7 (1) Direct loans and loan guarantees. — 

8 There are authorized to be appropriated for the cost 

9 of providing direct loans and loan guarantees under 

10 this title — 

11 (A) [$ ] for fiscal year 

12 2013; 

13 (B) [$__ for fiscal year 

14 2014; 

15 (C) [$ J for fiscal year 

16 2015; and 

17 (D) [$ 1 for fiscal year 

18 2016, and each fiscal year thereafter. 

19 (2) Administrative expenses. — There are 

20 authorized to be appropriated amounts equal to any 

21 fees collected under section 110, and in addition 

22 there are authorized to be appropriated for adminis- 

23 trative expenses under this title — 

24 (A) [$ J for fiscal year 

25 2013; 
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1 (B) [$ _] for fiscal year 

2 2014; 

3 (C) ^ for fiscal year 

4 2015; and 

5 (D) such sums as may be necessary for fis- 

6 cal year 2016, and each fiscal year thereafter. 

7 (b) Payment op Subsidy Cost. — borrower may 

8 pay for the cost of a direct loan or loan guarantee under 

9 this title, along with the appropriate amount of related 

10 administrative expenses, and the Administrator may use 

11 such payment, as provided in advance in appropriations 

12 Acts, instead of using funds authorized under subsection 

13 (a), to make such direct loan or loan guarantee to the bor- 

14 rower. 

15 TITLE II— PRIVATE ACTIVITY 

16 BONDS 

17 SEC. 201. EXEMPT-FACILITY BONDS FOR SEWAGE AND 

1 8 WATER SUPPLY FACILITIES. 

19 (a) Bonds for Water and Sewage Facilities 

20 Exempt From Volume Cap on Prwate Activity 

21 Bonds. — P aragraph (3) of section 146(g) of the Internal 

22 Revenue Code of 1986 is amended by inserting “(4), (5),” 

23 after “(2),”. 

24 (b) Conforming Change. — Paragraphs (2) and 

25 (3)(B) of section 146(k) of the Internal Revenue Code of 
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1 1986 are both amended by striking “(4), (5), (6),” and 

2 inserting “(6)”. 

3 (c) Effective Date. — The amendments made by 

4 this section shall apply to obligations issued after the date 

5 of the enactment of this Act. 
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A REVIEW OF INNOVATIVE FINANCING 
APPROACHES FOR COMMUNITY WATER 
INFRASTRUCTURE PROJECTS— PART II 


WEDNESDAY, MARCH 21, 2012 

House of Representatives, 

Subcommittee on Water Resources 
AND Environment, 

Committee on Transportation and Infrastructure, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 10:05 a.m., in 
Room 2165, Rayburn House Office Building, Hon. Bob Gibbs 
(Chairman of the subcommittee) presiding. 

Mr. Gibbs. Welcome to the second hearing of the Water Re- 
sources and Environment Subcommittee on a review of innovative 
financing approaches for water infrastructure projects. I will start 
with an opening statement here, and then we will turn it over to 
my ranking member, and then we will turn it over to the panel. 

But first, welcome. As I said, this is the second panel on this sub- 
ject. The first hearing we had was on February 28th. At that hear- 
ing, we heard that there is a tremendous amount of capital from 
the private sector and other sources potentially available for invest- 
ment in our wastewater and drinking water infrastructure. 

We also heard that in recent years, the financial markers have 
been “discovering” water and wastewater infrastructure and how 
this is becoming a popular asset class that is increasingly attract- 
ing billions of dollars of private investment capital. This is impor- 
tant because we need to take a variety of financing tools available 
to the infrastructure financing in the toolbox, so to say. This in- 
cludes both public and private funding and investment mecha- 
nisms. 

There are a number of past and current legislative proposals that 
could provide additional means for increasing investment in infra- 
structure. For example, there is legislation to remove the volume 
cap that restricts the amount of private activity bonds that States 
and localities may issue in any given year for water and waste- 
water facilities. This would remove a barrier that has long inhib- 
ited bringing private sector capital to municipal water and waste- 
water markets. 

In addition, the subcommittee is looking at a potential financing 
tool that would provide Federal credit assistance in the form of di- 
rect loans and loan guarantees to finance significant water and 
wastewater infrastructure projects. This draft legislative proposal 
would be entitled the Water Infrastructure Finance Innovation Act, 

( 1 ) 
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otherwise known as WIFIA. This WIFIA proposal is part of a model 
after the TIFIA program for surface transportation projects and 
other credit programs governed by the Federal Credit Reform Act. 

WIFIA is designed to complement, not to compete, with the 
Clean Water and Drinking Water State Revolving Fund programs, 
but being another variety of financing tool in the toolbox for infra- 
structure financing. There is plenty of room for SRF, WIFIA, and 
private activity bonds and other approaches to coexist and serve 
communities in infrastructure financing needs. 

Lastly, there are other proposals, including clean water SRF re- 
authorization legislation, that this subcommittee has advanced in 
past Congresses, and is included in a bill that the subcommittee 
ranking member, Mr. Bishop, has introduced in this Congress. 

Today we will build on the information we obtained in part one 
of this hearing and receive testimony from an excellent panel of 
witnesses about these proposals and other potential ways to en- 
courage increased investment in water and wastewater infrastruc- 
ture, including from private sources. 

Before I recognize the ranking member, I want to welcome two 
witnesses from Ohio, Ronald Behm, who is mayor of the city of Na- 
poleon, and congratulations to the recently elected mayor of the 
city of Napoleon of northwestern Ohio, in Congressman Bob Latta’s 
district; and also David Weihrauch, who is the treatment plant 
manager for the drinking water utility serving the city of Oxford 
down in southwestern Ohio, which is part of Speaker Boehner’s dis- 
trict. 

So welcome, and at this time I will turn it over to Ranking Mem- 
ber Bishop for any comments you may have. 

Mr. Bishop. Thank you very much, Mr. Chairman, and thank 
you for holding today’s hearing. This is the second part in a two- 
part series on the importance of investing in our Nation’s crum- 
bling wastewater infrastructure. 

As I noted at our last hearing, this subcommittee has a long his- 
tory of working across the aisle to renew the Federal commitment 
to wastewater infrastructure. Over the past decades, under both 
Republican and Democratic majorities, we have taken significant 
steps to address the long-term infrastructure challenges facing our 
States and communities, including passage of several bipartisan 
water infrastructure financing measures. 

These past measures highlight the best of what this sub- 
committee and this full committee is capable of doing, bridging any 
potential disagreements between the sides and moving forward on 
joint proposals that garner overwhelming support in committee and 
on the House floor, most recently, in the 111th Congress, by an al- 
most 3 to 1 vote of support. 

Since our February 27th hearing, we have had failures of water 
pipes here in the Washington, DC, metro area, creating sinkholes 
in roads and disrupting traffic. In San Antonio, Texas, two sewage 
pipelines broke, spilling more than 200,000 gallons of untreated 
sewage into local water bodies. And in Delray Beach, Florida, tens 
of thousands of gallons of raw sewage poured from a ruptured pipe. 
Upon inspection, the water department found that sewer gases had 
disintegrated one-third of the 30-year-old pipe. 
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I draw reference to these three events as examples of the sys- 
temic problem that now faces our Nation. With aging infrastruc- 
ture and increasing demand, we have to find solutions, not excuses. 
The traditional financing tools that we have used historically need 
revising and adjustment in the face of the public demands and ex- 
pectations and the reality of our fiscal situations. 

Mr. Chairman, at last month’s hearing, you encouraged the wit- 
nesses to evaluate the two proposals that are currently before this 
subcommittee, your discussion draft entitled the Water Infrastruc- 
ture Finance and Innovation Act of 2012, as well as a copy of the 
bipartisan bill that I have introduced with the ranking member of 
the full committee, Mr. Rahall, and Congressmen LaTourette and 
Petri, H.R. 3145, the Water Quality Improvement and Job Creation 
Act of 2011. I am happy to announce that since our last meeting, 
nearly a dozen additional House Members have cosponsored H.R. 
3145. 

Both bills include mechanisms modeled after the successful 
Transportation Infrastructure Finance and Innovation Act, or the 
TIFIA program, authorized in TEA-21 to leverage additional cap- 
ital for wastewater infrastructure investment. Although there are 
some differences in approach, my first impression is that there are 
more similarities than differences between these two drafts on this 
point, and that should give us all reason to work more closely to- 
gether. 

Last month’s hearing also gave us the opportunity to discuss sev- 
eral critical policy questions integral to our consideration of water 
infrastructure financing legislation, namely, who is better suited to 
decide which projects are funded and how a new water infrastruc- 
ture financing authority would complement or potentially compete 
with the existing Clean Water State Revolving Fund. 

During the question-and-answer period, I want to further pursue 
these questions with our witnesses as well as questions on the po- 
tential impact of differing financing approaches, including private 
capital, on local communities and workforces. Similarly, in consid- 
ering the economic challenges facing all levels of Government, I 
want to explore how we can target Federal resources to those who 
will benefit from it most, our local communities. 

I also do not want to lose sight of the fact that investing in our 
water infrastructure not only improves the pipes and pumps, the 
investment creates much-needed construction and engineering jobs 
and creates opportunities for America’s economy to step forward 
and build for the future. 

Mr. Chairman, as I noted earlier, the existing Clean Water Act 
has served this Nation well in meeting its water quality and water 
infrastructure concerns, and needs to be part of the long-term solu- 
tion to addressing future challenges. The question of how some of 
these alternative financing approaches we will discuss today com- 
plement, duplicate, or conflict with existing law in meeting these 
challenges will still need to be addressed. 

Again, I welcome today’s hearing as an opportunity to further 
this conversation. I am hopeful that on this issue of meeting our 
long-term water infrastructure challenges, we can find agreement 
and move forward with one voice on an issue that greatly benefits 
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our communities, our economy, and our overall public health and 
the environment. 

And before I yield back, Mr. Chairman, I have three statements 
that I would like to submit for the record, with unanimous consent. 
The first is a statement from American Rivers endorsing — pardon 
me — that speaks to both the bill that I have filed and the draft bill 
that you are working on; also, a statement from the Association of 
Metropolitan Water Agencies; and finally, a copy of a letter that I, 
along with Congressman LaTourette and Congressman 
Blumenauer, sent to Doug Elmendorf, the director of the CBO, re- 
questing that he begin to provide us with suggestions for how we 
would fund a clean water trust fund. 

Mr. Gibbs. So ordered. 

Mr. Bishop. Thank you very much. I yield back the balance of 
my time. 

[The material referenced by Mr. Bishop follows:] 
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American Rivers 

Rivers Connect Us 


The Honorable Bob Gibbs 
329 Cannon House Office Building 
United States House of Representatives 
Washington, DC 20515 


March 19, 2012 


The Honorable Timothy Bishop 
306 Caiuion House Office Building 
United States House of Representatives 
Washington, DC 20515MaTch 13, 2012 

RE - Innovative Financing Approaches for Conunnnitv Water Infrastmctnre 

Dear Water Resources and Environment Subcommittee Chair Gibbs and Raiiking Member 
Bishop, 

On behalf of American Rivers’ thousands of members and supporters across the country, we 
thank you for your attention to the critical need to reinvest in our crumbling water infrastructure 
and consider innovative financing approaches. As you know, discharges from aging and failing 
sewer systems, urban stormwater, and other sources continue to pose serious threats to our 
nation's lakes, rivers and esmaries, endangering not only public health but our economic 
stability. From broken water and sewer mains to sewage overflows, the condition of our water 
infrastmcture results in significant losses and damages and has received a grade of D minus, the 
lowest of any category, in the American Society of Civil Engineers’ latest infrastructure report 
card. 


Investments in 2H* century water infrastructure solutions, including green infrastructure and 
water efficiency, will create good, U.S. based jobs, support a burgeoning manufacturing sector, 
and save money. The recent report Water Works: Rebuilding Infrastructure, Creating Jobs and 
Greening the Environment shows that investments in our water infrastmcjure, including green 
infrastructure, would conservatively yield 1.9 million American Jobs and add $265 billion to the 
economy. * An economic analysis conducted by the Alliance for Water Efficiency estimates that 
a direct investment of $10 billion in rvater efficiency programs can boost U.S. employment by 
150,000 to 220,000 jobs.^ Moreover, these approaches are also cost effective. A 2003 report 
commissioned by the Department of Housing and Urban Development and the National 
Association of Homebuilders demonstrated that green infrastructure practices can be more cost- 
effective than traditional infrastructure solutions, which allows more work to be done with a 
comparable outlay of funding. 


^ Water Works: Rebuifding Infrastructure, Creating Jobs, Greening the Environment, Green for Ail, American Rivers, 
and the Economic Policy Institute (2011) htto://www.ereenforall.org/resources/water-works . 

^Transforming Water: Water Efficiency as Stimulus and Long-Term Investment, Alliance for Water Efficiency (2008) 
httD://www.aiiianceforwaterefficiencv.org/ . 
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We believe that it is critical to increase funding for water infrastructure through traditional means 
and by establishing iiuiovative financing mechanisms, while ensuring that funding is directed to 
the most cost-effective and sustainable infrastructure and avoids wasteful investment in 
expensive and inflexible infrasttucture. Our comments below focus bn recommendations 1) for 
innovative finance for sustainable water infrastructure, and 2) on the draft Water Infrastructure 
Finance and Innovation Act legislation. 

Financing Snstainable Water Infrastructure 

We believe that to provide clean and reliable water for rivers and people, we must seek solutions 
that involve traditional funding mechanisms as well as innovative financing solutions. For this 
reason, American Rivers has been working in collaboration with Ceres and the Johnson 
Foundation to convene a diverse group of utilities, investors and clean water advocates to discuss 
ways to leverage public funding and incentives as well as private financing to drive innovation 
and resources toward mote sustainable and integrated management of water resources in the 
United States. The initial report Financing Sustainable Water Infrastructure describes the critical 
reasons to invest in sustainable infrastructure that is resilient, the obstacles to such investment, 
shortcomings in current financing approaches and strategies for innovative finance.^ At its core, 
the recommendations are based on the need to establish, fund and finance infrastructure that 
encompasses built and natural infrastructure, maximizes flexibility and adaptability, and removes 
unnecessary silos between drinking water, wastewater and stormwater to maximize the 
environmental, social and economic benefit of every dollar invested. Unfortunately, many of the 
current programs that finance water infrastructure are not effecbvely delivering the investments 
we need to address water infrastracture challenges. 

Some of our key recommendations for innovative finance stemming from this report and our 
ongoing work are as follows: 

1. Expand the Pool of Funding for “Water" Infrastructure - Roads and highways, for 
example, are a major source of water pollution, and the growing number of green streets, 
highways, and alleys across the country reflect the successful integration of water and 
transportation planning. Integrating stormwater planning into transportation capital 
improvement planning can be a cost-effective strategy for communities that can expand 
the typical funding base for clean water.'* Similarly, partnering with land protection 
agencies and private industries can open additional opportunities. Finally, some utilities 
are beginning to “harvest” nutrients and energy from what has beep considered a waste 
stream, creating another potential source of revenue. 

2. Account for Watershed Services - Protecting a watershed’s natural capacity to filter water 
is a cost-effective way to provide clean drinking water to downstream residents while 
also reducing flood risk. Currently, utilities cannot show tlie value of Juch natural 
infrastructure on their balance sheets. Accurately valuing investments in natural 
infrastructure is critical to protecting these resources and will allow communities to 
expand their debt capacity to finance other improvements. 


^ Financing Sustainabie Water Infrastructure^ A Convening Report, The Johnson Foundation, American Rivers and 
Ceres(January 2012) httD://www.iohn5Qnfdn.org/sites/defauit/fi(es/reDort5 pubiicationsAyatertnfrastructure.pdf . 

See e.g. Low Impact Development Feasibility Study: Analysis of Opportunities and Constraints to Incorporate Low 
Impact Developrnent into Capital Irnprovement Projects (CIP) in Kirkland Washington, SvR Design Company (2007). 
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3. Facilitate Financing for Distributed Water Infrastructure - Across the country, 

communities are increasingly using decentralized or distributed approaches like green 
roofs and rain gardens to reduce polluted stormwater runoff, sewer overflows and 
flooding. Despite this, traditional finance approaches continue to favor only centralized 
and fixed assets. Likewise, water efficiency is often the cheapest source of new water 
supply, and yet is rarely financed. Stormwater utility fees and credits are a good example 
of a new funding source that commimities can use to create incentives for on-site water 
management. Taking such investments to scale may provide an opportunity for the 
growing small business community specializing in green roofs and other techniques to 
profit. Distributed water infrastructure must play an increasing role in our water systems, 
and we must ensure that our financing mechanisms do not serve as a barrier to these 
approaches. 

Water Infrastructure Finance and Innovation Authority 


American Rivers supports a variety of policies that promote sustainable infrastructure, including 
funding, finance, research and development, and regulatory safeguards. The concept of a Water 
Infrastructure Finance and Irmovation Authority (WIFIA) to increase credit and loan availability 
for water infrastructure is one we would support, assuming the WIFIA was designed in a way to 
achieve sustainable water infrastructure and ensure clean water and healthy rivers. Our specific 
comments below refer to the WIFIA proposal discussion draft from February 22, 2012 
distributed at the recent water infrastructure hearing before the Water Resources and 
Environment Subcommittee. 

Funding Process 

The State Revolving Loan Funds (SRFs) are long established mechanisms for evaluating and 
prioritizing water infrastructure projects. The state processes include opportunities for public 
participation and evaluation of projects and associated benefits through the state intended use 
plan process. Green infrastructure, nonpoint source pollution reduction, and water efficiency are 
all eligible projects under the SRFs, and demand for these innovative type projects has 
ontstripped available funds in recent years.^ Because the SRFs already exist in every state and 
function to distribute water infrastructure funds, we recommend that WIFIA funds are distributed 
through the SRF. This stmeture is reflected in the bipartisan HR 3145 that includes a WIFIA 
provision, thus achieving the goals of funding larger infrastracture projedts without having to 
create a separate funding selection process run by the Environmental Protection Agency, 

Project Selection Process and Project Eligibility 

Establishing selection criteria for water infrastmeture projects that reflect sustaiuability 
principles is critical. As is, some of the criteria, such as “nationally or regionally” significant are 
vague and undefined. Loans and loan guarantees should be prioritized for projects that can show 
that they are maximizing the use of cost-effective and sustainable approaches upfront. In 
working towards improving water infrastructure and protecting clean water supplies, 
communities across the country have recognized the benefits and cost savings, for example, of 
using green infrastructure and water efficiency solutions that effectively reduce polluted runoff 
and expand capacity for water supply systems when integrated into a broader water management 


^ See Putting Green to Work Economic Recovery Investments for Clean and Reliable Water. American Rivers (2010), 
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system. Selection criteria should reflect these advances at a minimum, and also try to reward 
further innovation in the areas of energy capture and recovery, land protection, and potable water 
reuse. Similarly, the definitions of projects eligible for assistance, such as stormwater 
management, should be clarified to better reflect current best practices and technologies, and 
encourage environmentally preferable options to protect clean water. Finally, by limiting 
stormwater and water efficiency to capital projects, there is a missed opportunity to achieve 
clean and safe water. While spending to reduce water loss associated with constmction and 
rehabilitation is important, there are significant opportunities to save water through non-capital 
projects such as a utility-backed retrofit program. Likewise, communities need the ability to 
incentivize stormwater retrofits to achieve clean water. These approaches, while not considered 
capital projects, can be a key part of a water management plan and should be included as eligible 
under a WIFIA approach as part of a larger loan application. 

Risk Evaluation 

The WIFIA concept is premised in part on the fact that water and sewer bonds are considered 
low-risk and that the water sector is generally stable. Increasingly, however, there is 
understanding that drought, water scarcity and conflict are increasing risk in the water sector and 
should not be ignored.^ Bond ratings in metro Atlanta, Georgia have been at risk of dropping 
given the contested water supplies and that the state has not prioritized investing in conservation, 
efficiency and maintenance, instead choosing to pursue expensive and inflexible big reservoirs.^ 
Any WIFIA legislation should require full evaluation of true environmental risk, the viable water 
supply alternatives, and careful analysis of population and demand forecasts that take 
conservation and efficiency into account This type of evaluation will reduce the risk that limited 
federal funds ate invested into wasteful and environmentally damaging projects that would not 
be competitive in the private sector and that would ultimately place the burden on taxpayers. 

Thank you for the opportunity to submit these comments. We look forward to working with you 
to continue the federal commitment to clean and safe water for our communities. 

Sincerely 

Katherine Baer 

Senior Director, Clean Water Program 
American Rivers 


‘see e.g. fl/ppte effect: Water Risk in the Municipal Bond Market. Ceres (2010). 

’ Water: Cheaper in the Lake than in the Reservoir. Erica Gies, Forbes.com {June 9, 2011). 
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BOARD OF DIRECTORS 


March 21,2012 

The Honorable Robert Gibbs 
Chairman 

Subcommittee on Water Resources and Environment 
U.S. House of Representatives 
Washington, DC 20515 


Pfesidens 

PatMuiroy 

Las Vegas Valley Water Districl 

Vice President 

Charles M. Murray 
Fainax Water 

Treasurer 

Scots Potter 

Metro Water Sewces ol Nashville 


The Honorable Timothy Bishop 
Ranking Member 

Subcommittee on Water Resources and Environment 
U.S. House of Representatives 
Washington, DC 20515 

Dear Congressmen: 

On behalf of the Association of Metropolitan Water Agencies (AMWA), thank you 
for the opportunity to submit this statement for the record of part two of the 
Subcommittee’s hearing on “Innovative Approaches to Water Infrastructure 
Financing.” As representatives of the nation’s largest publicly-owned drinking 
water systems, we greatly appreciate your efforts on this issue. 

AMWA strongly supports the “Water Infrastructure Financing and Innovation Act 
(WIFIA)” as circulated by Chairman Gibbs last month. As drafted, the legislation 
would increase the availability of federal loans for large-scale infrastructure 
investmenLs that may not be suitable for assistance through the existing Drinking 
Water and Clean Water State Revolving Fund (SRF) programs. WIFIA will 
therefore provide a job-creating boost to water infrastructure projects across the 
country. 


Secretary 

Michael Wallis 

Ea.sl Bay Municipal Utility District 
Mac Undewood 

Q/miifigham Wafa/' 'Wcrifs & Se'frer 
Board 

David Modeer 
Csn/ial Amons Project 

James McDaniel 

Li Dept. ofW'Si'er and Power 

James S, Lochhead 
Denver Wefec Depnrtmsfif 

Jerry N. Johnson 
Washington Snbuftsn Saniisty 
Commission 

Irene Caminer 

Chicago DepBhnml of Water 
Management 

Randy Beavers 
Des Moines Wafer Works 

Greg C, Heitzman 
Louisville Water Company 

John P. Sullivan. Jr, 

Sosfon IVefer and Ssiwer 
Com;i!/ss(on 


Currently, metropolitan drinking water systems are underserved by the DWSRF for 
two main reasons. First, becau.se annual SRF dollars are shared among the fifty 
states, the District of Columbia, and the territories, the overall funding is stretched 
thin. Respective state authorities charged with distributing their share of SRF 
dollars therefore often choose to spread their share of the funds out among many 
worthwhile but small infrastructure projects, rather than setting aside a high 
percentage of the state’s share for a single large project in an urban area. Similarly, 
many metropolitan water utilities decide against even applying for any SRF dollars 
vvhen financing a large project, because the available SRF funding, if secured, 
would only cover a small percentage of the project’s overall cost. 


sieve Schneider 

.5/, Paul Regional Water Services 
John Carman 

Raleigh Public Ulllities Department 

Edmund Archuleia 
S Peso Water Utilities 

Brian L. Ramaiey 
Newport News Waterworks 

Chuck Clarke 
Cascade Water Mianoa 

Came Lewis 
Milwaukee W'afei W'orits 


Secondly, and more importantly, the Safe Drinking Water Act requires states to Diane vanOe Hei 

award priority for DWSRF funding to projects that address serious public health a. -actor 
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concerns, facilitate compliance with federal drinking wi^er standards, or assist water systems with the 
greatest needs on a per-household basis. Because ninety-six percent of health-based drinking water 
quality violations occur at water systems serving fewer than 10,000 people, these small systems are 
positioned to receive a disproportionate amount of DWSRF funding. This is a worthwhile and appropriate 
use of DWSRF dollars, but an unintended consequence is that there is no federal program designed to 
offer low-cost financing assistance to large-scale infrastructure projects at utilities whose water does not 
pose a public health threat to their community. 

This is the gap that WIFIA would Hll. As drafted by Chairman Gibbs. WIFIA would offer assistance to a 
broad range of vvater infrastructure needs, such as construction, replacement, and rehabilitation efforts, 
system security improvements, energy and water efficiency enhancements, and water reuse projects. 
Importantly, the minimum WIFIA loan amount would be $20 million ~ above which individual SRF loans 
are rarely, if ever, awarded. At the same time. WIFIA would permit multiple smaller utilities to pool their 
projects together into a single WIFIA application that meets the $20 million minimum threshold, and 
apply for funding either on their own or with the help of their state's SRF authority. This framework will 
ensure that water systems of all sizes and needs will have an opportunity to take advantage of low-cost 
WIFIA loans. 

During part one of the subcommittee's hearing on WIFIA and other innovative water infrastructure 
approaches on February 28, some questions were raised about the efficacy having EPA, rather than 
various state SRF authorities, choose the recipients of WIFIA loans. Here, AMWA believes that 
mcKlifications to the framework outlined in Chairman Gibbs’ draft bill would significantly undermine the 
ability of WIFIA to finance the Uirgc water projects it was intended to target. 

For example, in the case of drinking water projects, routing WIFIA money through various state DWSRF 
programs would not only impede meaningful assistance to the most consequential projects, but would also 
subject the funds to the public health protection and SDWA compliance priority conditions of the DWSRF 
~ the same conditions that cuiTcntly limit the participation of larger water systems. As a result, WIFIA 
would simply serve as a .shadow SRF program, and the largest water infrastructure projects at the nation’s 
metropolitan water utilities would continue to tack any federal loan program focused on their unique 
needs. 

In contrast, WIFIA is designed to think bigger. By aiming to fund “nationally or regionally significant” 
projects, it will provide a new stream of low-cost loans to America’s cities, helping these communities 
access low-cost capital and sparing their customers from drastic water rate increases. More efficient 
investment in these large projects will create thousands of construction jobs in urban areas, delivering 
secure and well-paying employment where it is needed most. And to reiterate, WIFIA would offer the 
same opportunities to smaller water systems that combine their multiple projects into a single application 
that exceed.s S20 million. WIFIA will benefit large and small communities alike. 

Finally, there has also been some concern expres.sed about the possibility of WIFIA funding crowding out 
separate appropriations for the existing SRF programs. AMWA does not believe this would occur, 
because each program would focus on its own distinct purpose: WIFIA funding large water infrastructure 
repair and replacement efforts, and the SRFs focused on smallcr-scale efforts that help communities in all 
fifty states maintain compliance with water quality standaixis. There are numerous reports documenting 
significant national needs in both of these areas, so structuring WIFIA and the SRFs to compliment each 
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other by focusing each program on a pailicular angle of the water infrastructure challenge will help deliver 
the most effective results. 


Again, thank you for jump-starting this Important discussion on investment in the nation's water 
infrastructure. AMWA strongly supports the WIFIA program as outlined in Chairman Gibbs' draft 
legislation, and we hope to have the opportunity to work with the subcommittee to make his vision a 
reality. 

Sincerely, 




Diane VanDe Hei 
Executive Director 
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©ongresB of tl|E States 

UiaBlihtgton, BCI 20515 


March 16, 2012 


Mr. Doug Eimendorf 
Director 

Congressional Budget Office 
H2-405 Ford Office Building 
Washington, D.C. 20515 

Dear Mr. Eimendorf: 

Since enactment of the Clean Water Act in 1972, the Federal government has invested 
more than $96 billion for wastewater infrastructure and other assistance. The improvements to 
water quality realized through this investment, combined with that of state and local 
governments, have been significant, helping to increase the number of fishable and swimmable 
waters throughout the nation, and have made vital contributions to public health, the health of the 
economy, and the quality of the environment. Today, the nation’s farmers, fishermen, and 
manufacturing and tourism industries rely on clean water to carry out activities that contribute 
more than $300 billion to the domestic economy annually. 

Recent analyses, including the U.S. Environmental Protection Agency’s (EPA) Clean 
Watersheds Needs Survey, and the November 2002 report of the Congressional Budget Office 
(CBO), indicate that current federal, state, and local funding trends will not be sufficient to meet 
the nation’s growing demand for. wastewater infrastructure. As a result, wastewater utilities and 
ratepayers across the country are predicted to face major challenges over the next two decades in 
funding necessary capital expenditures to repair, replace, and modernize aging pipes and 
facilities, as well as meet the continuing challenges to improved water quality, including 
addressing sewer overflows and stormwater. 

Over the last decade, several legislative proposals have been introduced in Congress to 
address these challenges though the creation of a Clean Water Trust Fund, including H.R. 3145, 
the Water Quality Improvement and Job Creation Act of 201 1 (1 12"' Congress) and H.R. 3202, 
the Water Protection and Reinvestment Act of 2009 (1 1 1"' Congress), In concept, a Clean Water 
Trust Fund would provide a deficit-neutral, sustainable, and long-term federal contribution to 
protecting existing water resources at the lowest possible cost. 

In furtherance of the discussion on creating a Clean Water Trust Fund, we are writing to 
request that the Congressional Budget Office assist our efforts in analyzing potential ftmding 
mechanisms and revenue sources for a trust fund that are broad based, equitable, and that support 
annual funding levels of at least $10 billion. 

In particular, we request that CBO conduct a study that; 

• Evaluates existing studies and reports on potential sources of revenue for a clean water trust 
fund, including the May 2009 report of the Government Accountability Office, entitled 
“Clean Water Infrastructure; A ’Variety of Issues Need to Be Considered When Designing a 
Clean Water Trust Fund” (GAO-09-037) and the June 1996 report of EPA, entitled 
"Aiternative Funding Study, Water Quality Fees and Debt Financing Issues” (EPA-832-R- 

96-001), PRtKTED ON FIECVCLED PAP6.1 
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• Analyses and compares the potential timding mechamsms and revenue sources identitied by 
these reports (as well as others independently identiited by CBO), including whether the 
potential mechanisms or sources would be broad based, equitably allocated, and sustainable, 
and could be efficiently collected. 

* Identifies and discusses arguments for and agmnst potential funding mechanisms and 
revenues sources to help finance a Clean Water Trust Fund. Such analysis should focus on 
the logical connections between the mechanism or source and water quality, as well as the 
process for efficiently collecting funds for the trust fund. 

® Identifies those potential funding mechtmisms and revenue sources which are, alone or in 
combination, most likely to sufficiently support annual funding levels of at least $10 billion. 

To maximize its usefulness to the Congressional debate, we request that CBO complete 
its study by January 20, 2013, As the appropriate Committees of the U.S. House of 
Representatives consider legislation to address the long-term wastewater infrastructure needs of 
the nation, we would welcome the opportunity for CBO to participate in this debate by 
presenting any findings available at the time. 

Thank you in advance for your assistance. 


Sincerely, 
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Mr. Gibbs. Thank you. 

At this time I want to introduce the rest of the panel, and then 
we will turn it over to our first panel witness. And what we will 
do, we will go through the whole lineup with your opening state- 
ments, and then we will do question and answers. 

As you can see, there are just the two of us here. Others might 
stroll in. There are a lot of other committees happening, a lot of 
conflicts, but I know there is a lot of interest in this subject area. 

But I already introduced the mayor. But then next to the mayor, 
we have Ms. Massey. She is the director of the Missouri Environ- 
mental Improvement and Energy Resources Authority; she is testi- 
fying on behalf of the Council of Infrastructure Financing Authori- 
ties. And I believe she really represents the State SRFs. 

Of course, Mr. Weihrauch from Ohio. Then we have Mr. Stephen 
Howard, Infrastructure Project Finance, Barclays Capital; I am 
really looking forward to the testimony on financing opportunities. 
We also have Mr. David Dornbirer, vice president of Energy and 
Water Services Division of the Cooperative Bank out in Colorado. 

Next to him is Mr. Benjamin Grumbles. He is president of the 
Clean Water America Alliance. And then Mr. Ryan Schmitt is 
president of Petticoat-Schmitt Civil Contractors. He is chairman of 
the board of NUCA, which is representing the utility and exca- 
vation contractors, testifying on behalf of NUCA today. 

Then we have Ms. Lynn Broaddus, director. Environment Pro- 
gram, The Johnson Foundation at Wingspread, Racine, Wis- 
consin — Racine, I guess. Racine. Mr. Richard Abelson; he is execu- 
tive director of AFSCME, Council 48, Milwaukee, Wisconsin, testi- 
fying on behalf of the American Federation of State, County, and 
Municipal Employees. 

Welcome today, and we will start down here with the mayor from 
Napoleon, Ohio. The floor is yours. 

TESTIMONY OF MAYOR RONALD A. BEHM, CITY OF NAPOLEON, 
OHIO; KAREN MASSEY, DIRECTOR, MISSOURI ENVIRON- 
MENTAL IMPROVEMENT AND ENERGY RESOURCES AUTHOR- 
ITY, TESTIFYING ON BEHALF OF THE COUNCIL OF INFRA- 
STRUCTURE FINANCING AUTHORITIES; DAVID WEIHRAUCH, 
WATER TREATMENT PLANT MANAGER, CITY OF OXFORD, 
OHIO; STEPHEN E. HOWARD, DIRECTOR, INFRASTRUCTURE 
PROJECT FINANCE, BARCLAYS CAPITAL; DAVID 
DORNBIRER, VICE PRESIDENT, ENERGY AND WATER SERV- 
ICES DIVISION, COBANK; BENJAMIN H. GRUMBLES, PRESI- 
DENT, CLEAN WATER AMERICA ALLIANCE; RYAN SCHMITT, 
PRESIDENT, PETTICOAT-SCHMITT CIVIL CONTRACTORS, 
INC., AND CHAIRMAN OF THE BOARD, NUCA, REPRESENTING 
UTILITY AND EXCAVATION CONTRACTORS, TESTIFYING ON 
BEHALF OF NUCA; LYNN BROADDUS, DIRECTOR, ENVIRON- 
MENT PROGRAM, THE JOHNSON FOUNDATION AT 
WINGSPREAD; AND RICHARD ABELSON, EXECUTIVE DIREC- 
TOR OF DISTRICT COUNCIL 48, AMERICAN FEDERATION OF 
STATE, COUNTY, AND MUNICIPAL EMPLOYEES (AFSCME) 

Mr. Behm. Good morning, Chairman Gibbs, Ranking Member 
Bishop, and members of the subcommittee. My name is Ronald 
Behm, and I am the mayor of the city of Napoleon, Ohio. 
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The city of Napoleon is located in northwest Ohio in Congress- 
man Latta’s district along the Maumee River. It is your typical 
small town USA. We are facing challenges similar to others who 
live in the Midwest with high unemployment, lower salaries, de- 
creasing property values, and rising costs. 

Using a 10-year comparison of the U.S. Census data, the city of 
Napoleon has lost nearly 600 residents over the past decade, and 
the median household income is roughly $2,000 lower than 10 
years ago. The median household income for a resident of our com- 
munity is $35,762. This is significantly lower than the Ohio aver- 
age of $47,318. 

Our city is facing other challenges in that we are under findings 
and orders for our SSOs and CSOs. In 2004, the city came to an 
agreement with the EPA for a 20-year plan, which requires the city 
to remove all SSOs from our system and reduce the CSOs to one. 
The plan was estimated to cost our city $35 million to complete, 
and contains 62 individual projects. 

As of 2012, the city of Napoleon is on schedule and we have com- 
pleted 22 of the 62 projects. So far we have spent more than $19V2 
million. Our city engineer estimates that the total cost of all 62 
projects for the 20-year period will cost closer to $100 million. In 
addition, we now have to spend another $15 million to upgrade our 
water treatment plant to meet current and near-future EPA stand- 
ards. So the total bill our community of 8,749 residents will receive 
due to the EPA is approximately $115 million. 

The city of Napoleon has made efforts to pay for the projects by 
raising the sewer and water rates. These increases have been 
added every year but one since 2003. This has doubled the water 
and sewer rates for our residents and businesses. Of the $19^2 mil- 
lion spent on this project so far, the city of Napoleon has issued 
debt for $19.4 million. Even though we have doubled our water 
rates, we are still only able to service the debt and pay for the nor- 
mal water and sewer operations. 

Over the next 2 years, our city council has authorized two addi- 
tional rate increases totaling 20 percent, as suggested by an inde- 
pendent consultant. In 3 years, when it is time to upgrade the 
water plant, it has been recommended that the city must raise the 
water rates by an additional 50 to 60 percent. 

The concern with increasing taxes and raising rates is that at 
some point in time you reach a breaking point, a point where the 
residents and businesses cannot afford to pay the rates but instead 
are forced to leave our city. I fear that our community is at that 
breaking point. The bottom line is that we simply cannot continue 
to proceed down this road, a road we have been forced to go down 
rather than pay fines imposed by the EPA. 

The Water Infrastructure Finance and Innovation Act, as I un- 
derstand it, attempts to help communities receive funding. How- 
ever, the city of Napoleon has not had a problem with receiving 
funds and issuing debt. Our problem is with raising money to pay 
the debt and the amount of time in which we have to pay. 

I am familiar with another bill, H.R. 1189, the Clean Water Af- 
fordability Act 2011, sponsored by Congressman Latta, which helps 
address the problems that the city of Napoleon and so many com- 
munities of similar size are facing. H.R. 1189 would help assist mu- 
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nicipalities in funding projects for wastewater treatment and ex- 
tent repayment periods to 30 years of the design life of the project. 
This would have been helpful with our equalization basin, which 
cost the city $8.85 million to build, has an estimated life of 30 to 
40 years, but we could only receive funding for 20 years. 

H.R. 1189 also requires States to put aside 15 percent of funds 
for assistance to municipalities of fewer than 10,000 residents that 
meet specified affordability criteria. It also requires States to estab- 
lish affordability criteria to help identify those in greatest need. 

The city of Napoleon needs assistance if we are expected to con- 
tinue to meet the mandates we have been saddled with. This is an 
issue that is shared by all residents, regardless of their political po- 
sitions and beliefs. That is why I am hoping Congress will come to 
an agreement which will help cities in similar situations to that of 
the city of Napoleon. 

I appreciate the opportunity to provide the subcommittee with a 
local government perspective on this important issue, and thank 
you for your time today. 

Mr. Gibbs. Thank you. 

Ms. Massey, the floor is yours. Welcome. 

Ms. Massey. Thank you. My name is Karen Massey, and I am 
the director of the Missouri Environmental Improvement and En- 
ergy Resources Authority. Today I am here in my capacity as the 
president for the Council of Infrastructure Financing Authorities, 
representing State programs that run the State Revolving Funds. 
Thank you so much for allowing us to express our views here 
today. 

Sustained Federal funding is essential to realizing our Nation’s 
water quality needs. Clearly, the current level of funding provided 
is not enough to meet the escalating needs, and we welcome new 
approaches and tools to generate additional resources. We do be- 
lieve, however, that the SRF partnership between Federal and 
State governments should continue as the primary means to assist- 
ance for communities in addressing their water quality problems. 

Few federally authorized programs have proven as effective in 
realizing their intended goals. State SRFs have provided a sustain- 
able source of funding to protect and restore our Nation’s streams 
and rivers for over two decades. By using State match, loan repay- 
ments, interest earnings, and issuing bonds, the assistance made 
available to our communities is significantly greater than the ini- 
tial Federal investment. 

The clean water SRF alone has committed over $90 billion for 
projects for local wastewater infrastructure. As the subcommittee 
weighs the future of the State SRF program as well as new initia- 
tives, we hope you will keep in mind this record of success. 

As the State programs look forward, we have two primary areas 
of concern, funding and program fiexibility. Our ability to meet 
water infrastructure needs is predicated on the continued funding 
of the SRF. We understand the need for budget restraint. We sim- 
ply hope that not too great a share of that restraint is at the ex- 
pense of the SRF programs. 

The success of this program also derives from flexibility. We are 
concerned about the imposition of new requirements and obliga- 
tions that are not at the core of the SRF program goals. The SRF 
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provides loans, not grants. If an SRF loan becomes too weighed 
down with extraneous requirements, it will cease to be an attrac- 
tive option for many communities, and clean water goals will suf- 
fer. 

We must be fully accountable. But excessive oversight or admin- 
istrative control by EPA stifles innovation and our ability to re- 
spond to local needs. Efforts to mandate that a set percentage of 
funding be set aside for certain types of projects, or that require 
States to dedicate a set percentage for additional subsidization, fail 
to recognize that States are in the best position to decide their pri- 
ority water quality needs. 

So what tools or innovations may help achieve clean water goals? 
As we learned from the Recovery Act, when communities can have 
access to free or very affordable money, water infrastructure gets 
built. Ideally, new approaches should provide additional funding at 
an attractive rate. With those traits, projects that are not being 
built due to funding constraints may be able to move forward. 

One such approach is WIFIA. It seeks to facilitate Federal credit 
assistance in the form of direct loans and loan guarantees for larg- 
er scale water and wastewater projects. 

The assistance made available through WIFIA would not ap- 
proach the very low interest rates of a subsidized SRF loan and in 
many market conditions borrowing at the Treasury rate, the key 
benefit of WIFIA, will not provide any advantage over traditional 
tax-exempt financing which will remain attractive, both from the 
standpoint of competitive rates and the absence of Federal require- 
ments and conditions likely to be imposed on a Federal loan guar- 
antee. 

But there are circumstances in which WIFIA will be very useful. 
It offers an alternative for projects that are beyond the scope of 
available SRF funding and for which a Federal guarantee rep- 
resents the optimal credit option. Viewed as a supplementary pro- 
gram to address specific situations and unique funding challenges, 
WIFIA should provide a valuable addition to the financing toolbox. 
The needs of most communities, however, will still be served most 
effectively by the State Revolving Fund programs. 

As the subcommittee explores legislative options, the States hope 
there will be a focus on a number of noncontroversial issues which 
will impact the future strength and development of the SRF pro- 
grams, and those are listed in my written testimony for your con- 
sideration. 

We also encourage the subcommittee to consider whether pro- 
posals seeking to incorporate new goals within the SRF may under- 
mine that core mission of maximizing sustainable financial assist- 
ance to communities to develop water infrastructure. 

For 25 years. States have successfully worked with their citizens 
to determine the best approaches to meet unique water quality 
needs. The recent trend toward additional requirements seems to 
signal a Federalization of this program. SRFs are being targeted to 
advance policy goals ranging from green infrastructure and smart 
growth to better asset management, full cross-pricing, and buy 
American. 

States are beginning to experience resistance from municipali- 
ties, especially our smaller communities, which now view an SRF 
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loan as too complex and too burdensome. A host of new require- 
ments, however well-intentioned, will impede the effort to get com- 
munities with the most significant water quality issues moving for- 
ward to address those challenges. 

Another area of concern involves the corpus of the clean water 
SRF. Following the first use of capitalization grant funds, all re- 
payments, interest earning, fee revenues, and bond proceeds have 
been treated as State, not Federal funds. After 25 years of this 
practice by all 51 clean water SRFs, now the issue is whether Fed- 
eral controls should be placed upon that corpus. The implications 
really are significant. 

Will this new Federal control extend to and threaten our existing 
assistance agreements? Investments? And what about the use of 
State bond proceeds? Will it increase the cost of borrowing for our 
communities? 

These and many more important questions are raised by the ex- 
panded Federal control of the State SRF programs. The tremen- 
dous success of the clean water SRFs as State-run programs argues 
for a careful assessment of where this Federalization of the pro- 
gram will lead. We are fearful that the result may be an SRF pro- 
gram that is less productive and a less attractive source of financ- 
ing in a time of escalating water infrastructure needs. 

Thank you for the opportunity to provide the views of the State 
SRF programs. We do look forward to working with the sub- 
committee as it continues its work to support water infrastructure 
development. 

Mr. Gibbs. Thank you. 

And Mr. Weihrauch, try to speak into the microphone as close as 
you can because I know it is hard to hear up here. And I do not 
know if people in the audience can hear or not. So do not hesitate 
to speak loudly. 

The floor is yours. Go ahead. 

Mr. Weihrauch. Good morning. Chairman Gibbs and members 
of the subcommittee. My name is David Weihrauch, and I am the 
water treatment plant manager for the drinking water utility serv- 
ing the city of Oxford, Ohio. I very much appreciate this oppor- 
tunity to ofer input on a draft bill the subcommittee is considering, 
the Water Infrastructure Finance and Innovation Act, commonly 
called WIFIA. 

I am here representing the American Water Works Association, 
which has done groundbreaking work to define the water infra- 
structure needs facing towns like Oxford, as well as helping to de- 
scribe innovative financing tools like WIFIA. 

I want to reiterate that the American Water Works Association 
strongly supports the approach to WIFIA reflected in the draft bill 
which Chairman Gibbs circulated before the first hearing. We are 
very excited about such an innovative financing tool, and we urge 
the subcommittee to see this bill introduced and move through the 
legislative process as soon as possible on a bipartisan basis without 
changes that would dilute its value to the Nation’s water and 
wastewater systems. 

Recent reports, including AWWA’s “Buried No Longer: Con- 
fronting America’s Water Infrastructure Challenge,” provide de- 
tailed analysis of our Nation’s water, wastewater, and stormwater- 



19 


related needs, which total in excess of $2 trillion over the next 25 
years. 

I do not believe that any serious person disputes that the Nation 
faces immense water-related investment needs. Nor should anyone 
believe that simply putting off this investment offers a solution. In 
fact, as the recent AWWA analysis shows, any temptation to delay 
needed investment presents a stark choice: Make the investments 
on time or accept deteriorating levels of water service, along with 
sharply higher investments when the time comes at which the re- 
placement of deteriorated assets simply cannot be put off any 
longer. 

I would be remiss if I did not take this opportunity to address 
a number of key questions raised in the first hearing. 

First, there was a question about whether WIFIA should be di- 
rected to or through the State Revolving Funds. The American 
Water Works Association believes that would be a very bad idea, 
for a number of reasons. Most importantly, WIFIA is designed to 
complement the SRF and to address the needs of very large 
projects that the SRFs simply cannot address. Running WIFIA 
through the SRFs defeats WIFIA’s whole purpose, in a very real 
sense. 

In addition, many States have either legislation or policy that 
prevents them from offering SRF support to very large projects, 
and about half the States have constitutional or legal restrictions 
against supporting investor-owned utilities through the SRFs. 
Large systems need a source of low-interest financing, and the cus- 
tomers of investor-owned utilities deserve to benefit from low-cost 
financing, just as other Americans do. Many SRFs cannot provide 
that. 

Equally important, tying WIFIA to the SRFs would reduce the 
amount of support available for these larger water projects. That 
is because each State would have to be guaranteed a share of the 
funding, causing the resources available to WIFIA to be system- 
ically divided among the States. 

Rather than lending to large projects of national or regional sig- 
nificance, funds would be allocated based on criteria selected by the 
States, and without a doubt. States would need to take money off 
the top of WIFIA, as they do the SRFs, for administration and 
other purposes. 

The bottom line is that every hand that touches the WIFIA pro- 
gram will add a layer of administrative complexity and cost. All of 
that would reduce the amount of low-interest loans that could be 
delivered to water projects, and we cannot support it. 

Fortunately, the draft bill does provide for States and smaller 
water systems to directly benefit from the WIFIA program. States 
may aggregate a number of smaller projects into a WIFIA applica- 
tion. This has at least three noteworthy advantages. 

First, it essentially allows States to leverage their SRF capital 
base. Second, it allows smaller projects to benefit from low Treas- 
ury rates in the same way that larger projects do. And third, it al- 
lows States to move larger projects and pools of smaller projects 
out of the SRF applicant pool and into the WIFIA pool, thereby re- 
ducing competition for SRF funds. 
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A related question that arose at the last hearing concerned 
whether WIFIA would have the effect of taking money away from 
the established State Revolving Fund programs. The answer to 
that question is ultimately in your hands, but we think the answer 
should be a resounding no. WIFIA neither needs to be nor should 
be funded at the expense of the SRFs. 

As I noted a moment ago, WIFIA was explicitly designed to oper- 
ate as a complement to the SRFs programs, which are highly effec- 
tive and should be fully funded. WIFIA is designed to address a 
problem that the SRFs cannot effectively address, namely, the need 
for lower cost financing for larger projects of national or regional 
significance. What we need is a toolbox that includes both the SRF 
programs and WIFIA. Both need to be adequately funded. 

In summary, Mr. Chairman and members of the committee, the 
American Water Works Association strongly supports the draft bill 
as written. AWWA stands ready to help you in any way it can in 
securing the earliest possible passage of this legislation. 

Thank you for addressing this important issue. 

Mr. Gibbs. Thank you. 

Mr. Howard, welcome. The floor is yours. 

Mr. Howard. Good afternoon. Chairman Gibbs. I am going to be 
quickly going through the first part of my written testimony, and 
then walking through very quickly a presentation that I have 
brought with me. 

Good afternoon. Chairman Gibbs, Ranking Member Bishop, and 
members of the subcommittee. I thank you for the opportunity to 
testify today. My name is Steve Howard, and I am a director at 
Barclays Bank PLC, based in New York. I have more than 25 years 
of experience financing a broad range of infrastructure projects for 
public and private sector clients across the country. My project fi- 
nance experience spans all sectors, including water, wastewater, 
solid waste, environmental transportation, and social infrastruc- 
ture. 

Today we have been invited by the Chairman of the Sub- 
committee on Water Resources and Environment to testify on inno- 
vative financing approaches to community water infrastructure ap- 
proaches. Our testimony today will focus on accommodation of pub- 
lic and private funding investment solutions, coupled together will 
foster local communities to provide ongoing financing for water 
projects. 

If we can go to the second slide in my presentation. You will note 
that we basically have three approaches to financing water infra- 
structure projects. At the top of the chart is tax-exempt bonds, and 
there are two subcategories there, governmental purpose bonds, 
which limit private participation, and tax-exempt private activity 
bonds, which allow private participation in equity investment 
alongside the issuance of tax-exempt bonds. 

Second major category is taxable bonds, which is unlimited for 
this infrastructure but tend to be higher cost. Then last but not 
least is private equity, which can be used in conjunction with tax- 
exempt private activity bonds as well as taxable bonds. 

If we can then go to slide 5 in my presentation — keep going — so 
this slide, this shows just a high-level view of how a private project 
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financing can be structured in conjunction with a water purchase 
agreement with a public regional water authority. 

You see in the middle of the chart the private project company, 
and that is the basket into which all of the private contracts flow 
through. Lower left-hand corner is the private investors’ infrastruc- 
ture funds; development companies, private equity investors, would 
fund equity into the private project company that would in turn 
enter into a water purchase agreement with the regional water au- 
thority you see in the left-hand box in the middle of the page. 

The key point here is that the regional water authority still 
maintains the interface with the ratepayers and controls the rates 
that the ratepayers pay. That regional water authority in turn ne- 
gotiates the level of compensation that goes to the private company 
for operation and debt service on the project. 

If you go over to the right-hand side of the page where it says 
“Issuer,” that is typically a governmental conduit issuer which 
serves as the issuer of the tax-exempt bonds through the trustee 
to the bondholders in the upper right-hand box in the middle of the 
page. 

The key thing here is that the tax-exempt private activity bonds 
flow through the trustee, a governmental conduit issuer; are loaned 
to the private company, who in turn provides a wholesale water de- 
livery service to the governmental regional water authority that in 
turn controls the rates for the ratepayers. 

If we can go to the next slide, what I like to do is draw an anal- 
ogy with the solid waste sector, municipal solid waste sector, that 
many of you know back in the i980s faced a serious infrastructure 
investment deficit, where we were coming off of an era of smoke- 
belching incinerators and leaking, open-burning dumps. 

The U.S. Congress in the late 1970s and early 1980s responded 
in part by providing for the availability of tax-exempt private activ- 
ity bonds to help finance the new investment in state-of-the-art in- 
frastructure across the country. As a consequence, about $20 billion 
of private activity bonds were issued, which represents about 40 
percent of the total debt that was issued for municipal solid waste 
infrastructure by both public and private entities over about a 30- 
year period. 

If you go to the next slide, you can see in this slide the blue bars 
represent tax-exempt governmental purpose bonds that were issued 
by cities. States, and local governments for publicly owned waste 
facilities. The red bars represent the issuance of tax-exempt private 
activity bonds. That is about 40 percent, as I said, of the total debt 
invested in the solid waste infrastructure over that period of time. 

And the red bars really represent the partnership between the 
public and the private sector through a variety of different con- 
tracting methods, ranging from design/build agreements to design/ 
build/operate, and design/build/operate and finance. 

I personally was involved in about $10 billion of public-private 
partnership investments through that era, and the good news is 
you do not hear about any of those projects today because they are 
all functioning properly and serving the purpose that they were 
originally intended to. 

Can we go to, then, several slides back? It will be slide 10, which 
shows what has happened in the water infrastructure. Keep going. 
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Keep going. No, you are going the wrong direction. And we will 
take a look compared to what is — keep going, several more — OK. 

This is what has gone on in the municipal water and wastewater 
sectors since the late 1980s. You see the blue, again, is govern- 
mental purpose bonds, and the red, which you can barely see at the 
bottom, is private activity bonds. And in this case, private activity 
bonds represent only 1 percent of the debt issued for municipal 
water and wastewater. 

Now, this is a much larger sector than solid waste, by multiples. 
It is like a 10 times larger investment in water and wastewater 
than in municipal solid waste. But the key thing is that the restric- 
tion on the use of private activity bonds in water and wastewater 
has represented a significant limitation to the ability of the private 
sector to partner with the public sector through a variety of dif- 
ferent contracting arrangements to invest in water and wastewater 
projects. 

And it is our expectation that, over time, were the limit on pri- 
vate activity bonds to be reduced or eliminated entirely, that we 
would see the portion of this chart with the red bars would gradu- 
ally increase. 

I think it is important for the committee to understand that cur- 
rently there is an excess of private activity bond cap available 
across the country because the housing sector has basically shut 
down, where the bulk of private activity bonds cap has traditionally 
been allocated. We expect that this is a temporary phenomenon 
and will gradually, over time, revert to the situation that existed 
before 2008, where the availability of private activity bond cap for 
water projects will become severely limited. 

All of these projects, as you I am sure can appreciate, take a very 
long time to develop and implement. So there needs to be certainty 
over time with respect to the availability of these financing mecha- 
nisms. We do not expect that there will be any significant effort to 
pursue public-private partnerships in this sector until there is clar- 
ity about the availability of private activity cap in the future. 

Thank you very much. 

Mr. Gibbs. Quickly, before we go on, I just — that last chart up, 
can you bring that last chart back up? 

Mr. Howard. Sure. 

Mr. Gibbs. I just noticed on the — can you just comment where 
it says, “Taxable Build America Bonds”? 

Mr. Howard. Yes. 

Mr. Gibbs. And it looks like there must have been a change 
made in 2009 or 2010. 

Mr. Howard. Yes. That is a good question. As you may know, 
in 2009 and 2010 there was a program set up under the Recovery 
Act to allow municipalities to issue taxable Build America Bonds. 
These were effectively taxable governmental purpose bonds with a 
direct Federal subsidy of 35 percent of the interest. They were not 
private activity bonds and did not allow for private investment or 
partnering. 

Mr. Gibbs. OK. So I am assuming that was temporary because 
it was stimulus funds? 
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Mr. Howard. That was temporary. That program has shut down. 
You will notice in — the chart is not clear, but none of those have 
been issued since 2011. 

Mr. Gibbs. Yes. I see. OK. Thank you. 

Mr. Dornbirer — did I say that right? 

Mr. Dornbirer. Dornbirer. 

Mr. Gibbs. Dornbirer. OK. Welcome. 

Mr. Dornbirer. Thank you. Good morning, Mr. Chairman, 
Ranking Member Bishop, members of the committee. As sector vice 
president of CoBank’s Energy and Water Services Division, I man- 
age a portfolio of over $1 billion of water and solid waste loans. For 
simplicity, the terms “water” and “wastewater” are used inter- 
changeably in my testimony. 

CoBank is a national cooperative bank serving vital industries 
across rural America, and it is the largest U.S. bank lender to the 
water utility industry. CoBank has over 23 years’ experience pro- 
viding a variety of financing structures for water systems, includ- 
ing lending alongside State and Federal agencies and using Federal 
guarantees from the USDA. I was asked to testify this morning to 
provide a project finance 101 overview for the committee. 

To begin with, project finance is not the same thing as financing 
projects. When I talk about project finance, I am referring to the 
long-term financing of discrete assets of a water infrastructure 
owned by a single-purpose project company. This alternative takes 
into account the entire life cycle cost of the project, not just the 
short-term focus of its financing. 

If a water utility needs to update its system to achieve a compli- 
ance mandate or improve its infrastructure, project finance is an 
innovative way for water systems to access dependable funding to 
achieve its goals. The benefit of project finance lies in its flexibility 
in the proper allocation of the risks of that project among the 
project parties best suited to manage them. Project finance is used 
extensively in the international water sector, and in this country 
for energy, power, and transportation projects. 

Here I have a chart depicting a generic project finance structure. 
At the beginning stages of the deal, the municipality and the pri- 
vate equity sponsor form a public-private partnership. The project 
company then is formed to develop, build, and own the project. 

The project company can be wholly owned by one or more private 
equity sponsors, or the municipality could join in the direct owner- 
ship of the project. By forming a standalone project company, all 
the contract parties can look only to the project company for the 
enforcement of contracts. This limits the liability of the project 
sponsor as well as the municipality. 

From the point of formation of the project company, all the work 
begins with negotiating and executing the contracts that give the 
project life. Think of each contract or subset of the boxes in the 
chart as a piece of the puzzle, each one being integral to a complete 
project. 

The heart of a project finance deal is the DBOF agreement, 
which stands for design, build, operate, and finance, between the 
project company and the municipality. The DBOF lays out who is 
responsible for what, such as specifications of the plan, the delivery 
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schedule, revenues, permits, dispute process, design changes, fea- 
ture expansion, and transfer of ownership. 

The project company’s revenues come from the user fees deter- 
mined by the municipality’s rate-making process. In addition to 
rate-setting, the municipality may also agree to be responsible for 
those operating costs of the plant that it can control. 

If the DBOF is the heart of the project, rate-setting is the life- 
blood. The source of project revenue should be transparent and eas- 
ily modeled in order to obtain the most attractive financing terms 
benefitting the project, and subsequently, the ratepayers. 

The other major components of the project finance structure in- 
clude the engineering construction contract, the operation and 
maintenance agreement, and the credit agreement, which is be- 
tween the lenders and the project company. The lending group can 
include banks, bondholders, either taxable or tax-exempt, and/or 
Government agencies. 

The lender’s role is to underwrite the loan which, together with 
the sponsor’s equity dollars, fund the total costs of constructing and 
starting up the project. The lenders rely solely on the contracts exe- 
cuted by the project company and the cash flows generated by it. 

The various project contracts are designed to provide and protect 
those cash flows. The flexibility the project finance provides allows 
a water utility to accomplish its goal of upgrading the system in 
a timely fashion while ceding most of the risks of that undertaking 
to third parties. 

I hope my brief overview, combined with my written testimony, 
provides the committee with an understanding of how project fi- 
nance works. CoBank recognizes the need for a variety of financing 
tools to update our Nation’s infrastructure. Project finance is just 
one viable tool that can tap private capital, and thereby leverage 
Government resources to accelerate the achievement of that impor- 
tant goal. 

I look forward to any questions you may have. Thank you. 

[The charts from Mr. Dornbirer’s overview follow:] 
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Mr. Gibbs. Thank you. 

Mr. Grumbles, welcome. The floor is yours. 

Mr. Grumbles. Thank you, Mr. Chairman. 

Like the NCAA Sweet Sixteen, this panel seems to be dominated 
by Ohio interests, and that is not necessarily a bad thing because 
I am hearing testimony that is insightful 

Mr. Gibbs. I think there are three teams from Ohio still in it. 
Right? 

Mr. Grumbles. Yes. That is right. And the perspectives I am 
hearing so far are all national perspectives, and this is a national 
issue. It is a national crisis and an opportunity. I want to thank 
the members, Mr. Chairman, Ranking Member Bishop, Congress- 
woman Napolitano, for your leadership in water over the years. 
This really is an important opportunity. It is great to be before you 
again. 

I am Ben Grumbles, president of Clean Water America Alliance. 
It is a 501(c)(3), an educational nonprofit, that was created 3 years 
ago that is unique in its membership and structure. It embodies 
drinking water, wastewater, stormwater, groundwater, source 
water protection, agriculture, energy interests, and everyone shares 
the bond of working together towards a more integrated and sus- 
tainable approach to national water policy. 

I cannot tell you a more pressing and urgent issue than the one 
you are focusing on today, and that is financing infrastructure to 
sustain America’s most precious liquid asset. Clean Water America 
Alliance does not have official positions on the bills before you. We 
have endorsed a green infrastructure principles statement. We also 
believe strongly in some key points and principles that are impor- 
tant to your deliberations. 

As you approach the financing issue, which is such an urgent 
one, Mr. Chairman, I would emphasize valuing water. I would em- 
phasize partnering for water. I would emphasize greening, and 
meshing green with gray infrastructure. And finally, I would em- 
phasize connecting all the dots. 

On the valuing of water, as was indicated in the extensive survey 
over a year ago by ITT Water (now Xylem), the Nation, the rate- 
payers, the citizens of the Nation, see water as an emerging na- 
tional crisis. There are, every day in America, 650 water main 
breaks, as AWWA would tell you, 240,000 every year. 

You know the problem. The solutions have to start with helping 
America understand and using your congressional tools to launch 
this campaign on the value of water. And we think that is a criti- 
cally important one. Moving towards full-cost pricing, which is a 
local issue, but also building the tools and the public sentiment to 
really move forward — the country deserves clean and safe water for 
the future. 

The second point I want to emphasize is the partnering. Mr. 
Chairman, water is not just simply a commodity. It is a lifeblood 
asset that all of us should have. It is very important that this pub- 
lic asset be maintained and sustained. 

And what I like to call as the public rust doctrine is my concern 
that these public assets, these public infrastructure systems, will 
fall into rust and decay if we do not use innovation and allow com- 
munities to bring in, when the communities want to do so, the pri- 
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vate sector through financing, through operating, through man- 
aging — it is not always all or nothing about privatization and sell- 
ing off of assets. 

And our organization believes strongly that private sector entre- 
preneurs and private sector involvement is important, that there be 
a partnership. The private activity bond legislation is a good exam- 
ple of progress. Your efforts in the WIFIA legislation to integrate 
more private sector perspectives is also an important one. 

The other aspect I want to emphasize is greening. Our organiza- 
tion, Clean Water America Alliance, truly believes that one of the 
ways to save money, beautify communities, save energy costs, is to 
look for greening infrastructure, greening using trees, parks, con- 
necting with the land and water conservation fund, parks and 
recreation districts, and managing watersheds. As you know and as 
New York City just recently demonstrated this week, billions of 
dollars invested in green infrastructure will save even more money 
and help the community. 

The other point I want to emphasize, Mr. Chairman, is that 
WIFIA has very good elements to it. It is important to be part of 
the toolbox on the table. It is also very important to work through 
the logistics, the specifics, so as not to undermine a program that 
this committee was very instrumental in in 1986 and 1987, the 
State Revolving Fund. So that is a key part of it. 

Regarding Congressman Bishop’s legislation, which has broad 
support from many other Members, it is a very important step for- 
ward. It includes needed elements of the debate in financing legis- 
lation. 

On the infrastructure trust fund approach, our organization be- 
lieves that dedicated, sustainable funding is absolutely necessary. 
I personally would say that we need a national strategy on dedi- 
cated funding. We recognize that it is a recipe for disaster if some 
type of new fund is set up that leads to a Federal tax and decisions 
are made about local spending in Washington, DC. But it really is 
important, as your bill does, to keep that debate going about fund- 
ing dedicated towards local water and wastewater infrastructure. 

Mr. Chairman, thank you for bringing together so many experts 
and tackling this issue like you are. 

Mr. Gibbs. Thank you. 

Mr. Schmitt, welcome, and the floor is yours. 

Mr. Schmitt. Chairman Gibbs, Ranking Member Bishop, and 
members of the subcommittee, my name is Ryan Schmitt. I am the 
owner and president of Petticoat-Schmitt Civil Contractors in Jack- 
sonville, Florida, and I am the current chairman of the board at 
NUCA. We are the Nation’s largest association representing utility 
and excavation contractors. We are the men and women that fix 
those water breaks and prevent those water failures that Mr. 
Grumbles spoke about. 

According to the EPA, hundreds of billions of dollars are needed 
to repair America’s underground infrastructure, yet the lack of 
available public dollars has obstructed significant progress to ad- 
dress these needs. I can tell you that in my State of Florida, our 
company struggles for work, while many water systems are clogged 
with tuberculation and desperately need replacement. 
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The water infrastructure market and companies working in it 
are also in serious trouble. In addition to the cuts in Federal fund- 
ing, State budgets have been hit hard due to lowered revenue from 
property taxes. The lack of public dollars has kept the construction 
industry on the sidelines. In my State, almost half the construction 
workforce continues to be out of work. 

Although water and wastewater projects are generally recognized 
for their effectiveness in enhancing public health and environ- 
mental protection, the economic benefits that result from this work 
are often overlooked. In a 2009 Clean Water Council study, it 
showed that a billion-dollar investment in water and wastewater 
infrastructure resulted in the creation of up to 27,000 jobs, $3.46 
billion in demand for products and services in other industries, and 
$1 billion in generation of household income. Importantly, each bil- 
lion invested also generates approximately $82.4 million in local 
and State tax revenue. 

When our company does land a project, I see the ripple effect 
firsthand. The positive economic impact affects the financial health 
of our company, our employees, our vendors, and all related compa- 
nies all the way down to the burger stand next to the job site. 

NUCA supports a wide range of legislative solutions to address 
America’s infrastructure challenges. But because of the reduced 
Federal dollars available over the past several years, our associa- 
tion has recently focused on opportunities for more private invest- 
ment and public-private partnerships. The Sustainable Water In- 
frastructure Investment Act would lift water and wastewater 
projects from the State volume cap on private activity bonds, there- 
by encouraging us each of more public-private partnerships in this 
market. 

Private activity bonds use private capital in lieu of public debt, 
and shift the risk and long-term debt from the municipality to the 
private owner. The tax-exempt status of the bond provides lower 
cost financing for investors, which translates to lower costs for local 
governments. Lifting the cap that fund these projects would gen- 
erate an estimated $5 billion in annual private investment at a 
very low cost to the Federal Government. 

NUCA has also been a long supporter of the EPA’s State Revolv- 
ing Fund, or SRF programs. Therefore, we appreciate the introduc- 
tion of the Water Quality Protection and Job Creation Act of 2011. 
The bill, authored by Congressman Bishop, would authorize $13.8 
billion over the next 5 years for EPA’s Clean Water State Revolving 
Fund, and $2.5 billion for combined sewer overflows. 

NUCA also supports the introduction of other legislation pending 
in this subcommittee, known as WIFIA, that will offer credit assist- 
ance through the use of loans and loan guarantees to complement 
traditional financing programs for water and wastewater projects. 

Establishing a national infrastructure bank to finance waste- 
water projects should also be evaluated. Levels of Government 
oversight, structure of the bank, revenue sources, and opportunities 
for private sector participation are all issues that must be ad- 
dressed while considering establishment for such an entity. 

While there continues to be a growing national conversation 
about the establishment of a dedicated source of revenue through 
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a new clean water trust fund, NUCA is supportive of the concept 
in the long term after many issues are fully vetted and addressed. 

To sum up, there are several alternatives that, if crafted appro- 
priately, could put the underground utility and excavation industry 
back to work, create scores of jobs in countless American indus- 
tries, and expand local tax, bases while repairing and rebuilding 
the Nation’s crumbling infrastructure. 

NUCA believes the congressional agenda should specifically ad- 
dress removing the State volume cap on private activity bonds, re- 
authorizing the SRF program, and establishing new options for 
loans and loan guarantees through WIFIA. 

Thank you for the opportunity to testify before the subcommittee 
today, and I look forward to answering any questions you might 
have. 

Mr. Gibbs. Thank you. 

Ms. Broaddus, you are welcome, and the floor is yours. 

Ms. Broaddus. Good morning. Chairman Gibbs, Ranking Mem- 
ber Bishop, and distinguished members of the Water Resources and 
Environment Subcommittee. Thank you for inviting me to testify 
today. 

I am Lynn Broaddus, and I direct the environment program at 
the Johnson Foundation at Wingspread in Racine, Wisconsin. The 
Johnson Foundation’s mission is to be a catalyst for positive and 
lasting change through leading edge convening to create healthier 
environments and communities. 

I am here today to testify about a report released by the Johnson 
Foundation titled, “Financing Sustainable Water Infrastructure.” 
This report lays out a road map for innovative ways to finance our 
Nation’s water infrastructure for the 21st century and beyond. 

It brought together a group of experts from water utility man- 
agers, the investment community, NGOs, and other stakeholders. 
This effort was conducted in collaboration with American Rivers 
and Ceres as part of the Johnson Foundation’s ongoing freshwater 
initiative known as “Charting New Waters.” 

The “Financing Sustainable Water Infrastructure” report exam- 
ines the operational, institutional, and market-related challenges 
that our water and wastewater utilities need to overcome if they 
are going to continue to support our people and industries into the 
next century. I would like to highlight three points from the report. 

First, the water utility business model is changing. Historically, 
water and wastewater utilities have functioned as monopolies. Now 
there are innovative technologies that give customers more options. 
For example, Google is recycling gray water to cool its data center 
outside of Atlanta, eliminating the demand for millions of gallons 
of treated drinking water. 

The second point I would like to make is that we are likely to 
see more consolidation in the industry. In the future, we will see 
wastewater, water supply, stormwater, and flood waters managed 
as one system rather than as separate systems that often have con- 
flicting goals. 

And my third point is that these changes will drive the need to 
consider a number of innovative financing strategies, including: ex- 
panding the pool of water service funding to include nontraditional 
revenue sources, such as energy capture and nutrient recycling; 
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avoiding future costs by incorporating water sustainability into 
other forms of infrastructure, such as our roads and buildings; and 
accounting and paying for ecosystem services to expand utilities’ 
debt capacity, and link payments to watersheds as lower cost alter- 
natives. 

Many of these recommendations are encapsulated in the bills put 
forward by both Chairman Gibbs’ WIFIA legislation and Ranking 
Member Bishop’s H.R. 3145. While the Johnson Foundation cannot 
offer any specific positions on legislation, I can tell you generally 
about how these proposals fit into our report’s recommendations. 

Generally, I think the two bills, while certainly different, share 
a lot of common and important ground. Both the chairman’s and 
the ranking member’s bills cover many of the necessary rec- 
ommendations contained in the “Financing Sustainable Water In- 
frastructure” report. 

However, our report also emphasizes the importance of flexi- 
bility, recognition of new technologies, and changing conditions in 
the water business in order to maximize the impact and effective- 
ness of new financing mechanisms. 

With regard to WIFIA, we need to make sure that any program 
allows for the ability to finance smaller, more incremental projects, 
especially for smaller communities. If financing mechanisms are 
available only for mega-projects, then that is what we will get, even 
when a smaller solution may have been the more cost-efficient one. 

Regarding Congressman Bishop’s bill, we are pleased to see that 
it recognizes the inherent benefits of smaller projects and new tech- 
nologies. Developing smaller solutions that are tightly focused can 
avoid some of the problems we currently see, where communities 
can no longer afford to maintain larger facilities because of popu- 
lation shifts, reductions in per capita water use, and other factors. 

I would like to note, however, that the experts we convened felt 
that if there is grant funding for water infrastructure, it should be 
done in a way that does not hide the true costs of water and waste- 
water services. 

In closing, I believe that we can bring about a more cost-efficient 
and effective system for the long term if we tackle not only how to 
maintain the existing system, but how to improve it so we can 
more effectively meet the needs of our shifting population and 
water resources relative to the environmental, technological, social, 
and demographic changes we are expecting. 

I would also like to ask unanimous consent to enter the “Chart- 
ing New Waters” report and the “Financing Sustainable Water In- 
frastructure” report into the record. 

Mr. Gibbs. So ordered. 

[The preamble to “Charting New Waters” and the executive sum- 
mary to “Financing Sustainable Water Infrastructure” follow. 
These reports can be found in their entirety online at the Govern- 
ment Printing Office’s Federal Digital System (FDsys) at http:// 
WWW. gpo . gov/fdsys/pkg/CPRT- 1 12HPRT745 62/pdf/CPRT- 
112HPRT74562.pdf. Click on “Bookmarks” in the left-hand naviga- 
tion panel to select either report.] 
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It has been said there are two ways to 
achieve change — through crisis or through 
leadership. Freshwater is too important to 
our ecosystems, communities and national 
security to wait for a crisis. 

In the fe!} of 2008, The Johnson Foundation at Wingspread 
initiated The Freshwater Forum with one goal in mind: to en- 
sure the sustainability and resilience of our nation's freshwater 
resources. This series of conferences was unique and unprec- 
edented, engaging a broad range of leading national experts 
to discuss critical dimensions of freshwater issues includ- 
ing: the impacts of climate change on freshwater resources, 
infrastructure and the built environment, agriculture and food 
production, the water/energy interface and public health, 

These conferences set the stage for The Johnson Foundation 
Freshwater Summit held June 9, 2050, at which leaders from 
business, nongovernmental organizations, agriculture, 
academia, government, foundations and communities 
convened to develop a set of consensus recommendations 
to address US. freshwater challenges, From their diverse 
perspectives and collective insight, an important calf to 
action toward sustainable and resilient U.S. freshwater 
resources has emerged. 

The Johnson Foundation at Wingspread brings no precon- 
ceive ideas nor fixed agendas to this or any issue on which 
we focus. Our conferences are intimate and distinctive in the 
diversity of perspectives brought to the table. Dialogue is 
candid, collegial and authentic in an environment that fosters 
the trust and collaboration needed to identify innovative yet 
broadly supported solutions that have imp.act. 
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Charting New Waters: A Call to Action to Address US. Fre.shwater 
Challenges represents the culmination of an intensive collaborative 
effort that began in 2008. 


Building on its tong history of catalyzing environmental 
and community solutions and approaching issues without 
preconceived ideas or fixed agendas, The Johnson Founda- 
tion at Wingspread convened a wide range of experts in a 
series of working session conferences to better understand 
and bring national attention to the myriad challenges facing 
United States freshwater resources, and the most promising 
solutions to address them. Collectively entitled The Johnson 
Foundation Freshwater Forum, the sessions reached across 
disciplines and interest group affiliations and involved more 
than 1 00 experts who approach freshwater issues from differ- 
ent vantage points, including climate science, municipal wa- 
ter management, ecosystem protection, agriculture and food 
production, energy generation, manufacturing, public health 
and more. The questions posed to these experts revolved 
around what it will take to achieve a sustainable and resilient 
freshwater system by the year 2025, the approximate time 
it will take for today's children to enter adulthood. On June 
9, 2010, leaders representing business, nongovernmental 
organizations, agriculture, academia, government, founda- 
tions and communities convened at The Johnson Foundation 
Freshwater SummItXo build on the findings of The Freshwater 
Forum conferences and chart a new course for the future of 
U.S. freshwater resources. 


Throughout The Freshwater Forum sessions, there was broad 
consensus among participants that our current path will, 
unless changed, lead us to a national freshwater crisis in the 
foreseeable future. This reality encompasses a wide array of 
challenges - water pollution and scarcity; competing urban, 
rural and ecosystem water needs; climate change; environ- 
mental and public health impacts; and a variety of economic 
implications - that collectively amount to a tenuous trajec- 
tory for the future of the nation's freshwater resources. 

While the nation has made much progress over the past cen- 
tury in addressing freshwater challenges, many still persist. 
Some challenges are acute and obvious. The severe drought 
that struck the southeast in 2007 left Georgia, Alabama and 
Florida locked in an interstate conflict over the manage- 
ment of Lake Lanier.' In California's Central Valley, a drought, 
economic recession and legal rulings to reallocate water 
supplies to protea ecosystems resulted in water manage- 
ment decisions that contributed to lost Jobs and revenue for 
the region's agriculture industry in 2009. Competition among 
agricultural, urban and environmental water uses in the 
Central Valley remains a contentious situation. The 1 993 Cryp- 
tosporidium outbreak in Milwaukee - which contaminated 
the city's drinking water supply - left more than 400,000 
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residents ill and an estimated 69 people dead and resulted 
in an estimated $96.2 million in medical costs and productiv- 
ity losses.^The U.S. Environmental Protection Agency (EPA) 
estimates that there are 240,000 water main breaks per year 
in the United States. System breaks lend to increase substan- 
tially toward the end of a system's service lifespan, which is 
evident in the Midwest where large utility breaks increased 
from 250 per year to 2,200 peryear over a 19-year period.* 

In 2007, the Washington Suburban Sanitary Commission 
reported 2,129 breaks in Montgomery and Prince George's 
County, Maryland - a 90-year record.'* The U.S. Geological 
Survey estimates that U.S. water distribution systems lose 1.7 
trillion gallons of water per year at an estimated annual cost 
to the nation of $2.6 billion.* 



Other challenges are more subtle and chronic. The increasing 
presence of endocrine-disrupting chemicals in our rivers and 
drinking water supplies is an emerging concern and the sus- 
pected cause behind 80 percent of male bass in the Potomac 
River now exhibiting female sex traits. More than 90 percent 
of the five million people in the Washington, D.C., metro area 
get their drinking water from the Potomac, yet we have a 
poor understanding of the concentrations and long-term 
human health impacts of endocrine-disrupting chemicals in 
drinking water.^The United States leads the world in number 
of crayfish species, but half are in jeopardy, and 40 percent 
of freshwater fish and amphibians are at risk.'The slow but 
steady depletion oftheOgaliala Aquifer (i.e., the High Plains 
Aquifer), the main source of groundwater for irrigating crops 
in America's breadbasket, has already left parts of Texas 
without local water supplies.* Moreover, a 2003 survey by the 
U.S, General Accounting Office revealed that at least 36 state 
water managers expected to experience water shortages in 
their states by 2013.® 

Meanwhile our growing population and changing envi- 
ronmental conditions continue to drive the nation toward 
inevitable and difficult freshwater management decisions. 
Many challenges will center on balancing municipal, rural 
and ecosystem supply needs. We must ensure the long-term 
viability of safe, affordable and efficient food production 
while also meeting municipal and industrial water needs. 

We need to reduce the water demands and impacts of energy 
generation while continuing to produce enough energy to 
sustain our economy. We must work to mitigate the causes of 
climate change and to adapt to its impacts on the hydrologic 
cycle, which pose serious risks to freshwater supply and 
quality across large areas of the nation.’® 


3 Charting N«w Waters: ACall to Action to Addreu U.S. Freshwater Chcrilenges 
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Freshwater Forum participants emphasized the broad scope 
and urgency of freshwater problems in the United States, 
while underscoring that we are dealing with 21 st century 
freshwater problems using 20th century strategies and tech- 
nologies, and falling short. On a more optimistic note, the 
Forum deliberations also made it clear that solutions to most, 
if not alt, of our freshwater challenges are within reach. The 
Johnson Foundation believes this is indeed the case, and that 
those solutions are more likely to be found and implemented 
when smart, good-willed people with diverse expertise at- 
tack complex problems coliaborattvely. The Freshwater Forum 
affirmed this philosophy as participants from all sectrws 
engaged in thoughtful discussion, identifying freshwater 
challenges as well as innovative solutions with the cumula- 
tive potential to set the nation on a new trajectory toward 
sustainable and resilient freshwater resources. It has been 
said there are two ways to achieve change- through crisis or 
through leadership. Freshwater is too important to our eco- 
nomic vitality, ecosystems, communities and national security 
to wait for a crisis, so The Johnson Foundation atWingspread 
and our many partners and advisors have opted for leader- 
ship. Together we aim to harness the ingenuity and collective 
spirit that define the United States and direct it toward vigor- 


As the convenor of TTie Freshwater Forum and The Freshwater 
Summit, The Johnson Foundation is honored to present this 
Call to Action to Address U.S. Freshwater Challenges. The vision, 
principles and recommendations developed by the parties to 
this Co// to Action were designed to bring overdue attention 
to our nation's freshwater challenges and catalyze action to 
address them. The Call to Action will also serve as a roadmap 
for the ongoing work of The Johnson Foundation, which is 
committed to using our time-honored convening expertise 
and facilities to support the work that lies ahead. The Founda- 
tion looks forward to continuing to support collaboration 
among the network of people that has coalesced around this 
process, and to helping forge new relationships in pursuit of 
sustainable and resilient U.S. freshwater resources. 


ously addressing the nation's freshwater challenges. 
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Coi ivening Report j Financing Sustainable Water Infrastructure 



Our nation’s freshwater infrastructure faces a critical juncture. Largely built on systems 
developed during the 19th and early 20th centuries, our water infrastructure is aging, our 
technology outdated and our governance systems ill equipped to handle rising demand and 
environmental challenges. Additional strain is being placed on these systems from a variety of 
sources, including pressures from urbanization and changing climate conditions, such as increases 
in both droughts and extreme one-day precipitation events. 

While these challenges are significant, they are not insurmountable. In fact, they can be viewed 
as drivers of much-needed change in how we finance and develop our water systems to meet 
future demands. New financing models and pricing flexibility, which are necessary to pay for 
new infrastructure and to suppCMl legacy systems, provide enormous opportunity for positive 
transformation necessary to keep pace with the rapid changes being experienced by counties, 
municipalities and investor owned utilities. 

This report seeks to tackle these issues and deliver some recommendations on how to understand 
and confront the pressing need for more sustainable and integrated water infrastructure financing 
models. This report is the product of a meeting convened by The Johnson Foundation at 
Wingspread, in collaboration with American Rivers and Ceres, which brought together a group of 
experts to discuss ways to drive funding toward the infrastructure we need for the 21*' century. 
Specifically, this group focused on the following questions: 

• What new financing techniques can communities use to pay for integrated and sustainable 
infrastructure approaches? 

• How can we direct private capital toward more sustainable water management projects? 

The report finds that while options for more cost-effecHvc, resilient and environmentally sustainable 
systems are available, they are not the norm. In fact, investment in inflexible and expensive 
“siloed” water systems is still pervasive, despite the fact that money available for financing water 
infrastructure is increasingly scarce. 

Of equal concern is the inefficiency of the existing systems, which lose some 6 billion gallons 
of expensive, treated water each day due to leaky and aging pipes-some 1 4 percent of the 
nation’s daily water use. This point is underscored by the fact that the American Society of Civil 
Engineers gives the nation's water systems a D-, the lowest grade of any infrastructure including 
roads and bridges. 
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The report also details the various financing mechanisms available to different water systems. While 
municipal bonds are the debt instrument of choice for utilities targe enough to be able to attract 
capital from markets, the vast majority of water systems must rely on cash, state revolving loan funds, 
or other low-interest loan programs at the state and federal level. In fact, only about 1,500-2,000 of 
the roughly 52,000 water systems in the United States are large enough to issue their own bonds. 
Given these constraints, some systems are turning to private equity as a financing source. 

There are, of course, numerous obstacles and challenges that stand in the way of transforming 
our water systems to ones that are more sustainable, resilient and cost-effective. One of the 
main impediments to change is the very nature of the systems themselves, where potable water, 
wastewater, stormwater, greywater and rainwater are not treated as part of an interconnected 
system, but rather as distinct, separately financed and regulated units. 

In addition, the rate-paying public and locally elected officials must come to grips with the temporary 
nature of federal subsidies for infrastructure. Once these subsidies expire, ratepayers are left holding 
the bag for funding further maintenance, inspection and upkeep, which can be politically unpopular. 
Therefore, many jurisdictions are not able to fully recapture all relevant costs, leading to long-term 
financial shortfalls and suboptimal maintenance and upkeep of systems. 

While these challenges and obstacles are formidable, the report makes clear that they are not 
insurmountable. Progress towards more sustainable, resilient and cost-effective systems is attainable, 
particularly if a long-term view is taken. White there is no silver bullet, the report outlines pathways 
that will improve chances of success. These include; 

• Recognize that local pressures will drive local solutions. Our water systems are as diverse 
as the drivers of change that impact them. But solutions are emerging at the local level, including 
green infrastructure, closed loop systems and recycling. Financing models need to be developed 
that can support this type of local activity, which can then be scaled up. 

• Consumers should be given choices and options. Today's water systems typically provide 
one product at a single price-focusing on potable water. While that has served us well, it is also 
true that potable water is the most expensive kind of water and is widely used for non-drinking 
purposes such as watering lawns, flushing toilettes and showering. Consumers should be given 
options that include differentiated rates for drinking water versus other types. Additionally, water 
systems should explore how to move beyond “minimum cost rates" in order to meet customer 
demands. 
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\ 

• The financial health of our water systems is directly linked to their long-term sustainability. 

Our nation's water systems need to embrace various financing changes in order to ensure long- 
term sustainability. These include full-cost accounting of water services; incorporating value- 
added services into the revenue picture to better align customers’ perceived value with products 
delivered; improving the capture and dissemination of performance data to drive efficiency; and 
considering consolidation of certain systems to enhance efficiency. 

• innovative financing models should be pursued to increase efficiency, add value to 
customers, and lower costs for providers. These models should include: mechanisms to expand 
the pool of water service funding to non-traditional partners; increasing incentives and markets 

for distributed water services that include “low impact development," such as on-site treated 
wastewater for buildings; and other green infrastructure initiatives. 

• Alternative market-based solutions should be explored and evaluated for scalability. These 
solutions could include; properly valuing and pricing ecosystems services, which provide enormous 
value yet are largely unaccounted for in the present system; developing securities to aggregate 
customer-financed projects such as greater "where it fails” water management; and creating private 
investment opportunities for efficiency gains from such things as retrofitting and ciosed-looped 
water systems in order to reduce system impacts and improve efficiency at both the building and 
neighborhood levels. 

This summary provides an overview of the main sections and themes contained in the report, but is 

not a substitute for the full breadth of depth offered in the following pages. 
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Ms. Broaddus. Thank you for your attention to these issues, and 
I would he very happy to take any questions. 

Mr. Gibbs. Thank you. 

Mr. Abelson, welcome. The floor is yours. 

Mr. Abelson. Thank you, Chairman Gihbs, Ranking Member 
Bishop, and members of the subcommittee. My name is Richard 
Abelson. I am the Executive Director of the American Federation 
of State, County and Municipal Employees, AFSCME, District 
Council 48 in Wisconsin. 

It is an honor to be here today to share with you AFSCME’s ex- 
perience with the privatization of water and wastewater systems, 
particularly in Milwaukee, Wisconsin. 

AFSCME’s 1.6 million members are primarily public employees 
who work in areas such as health care, education, social services, 
transportation, law enforcement, and of course, water and waste- 
water treatment across the country. 

We have a broad range of experience and knowledge of the im- 
pact that privatization of public services had on communities and 
the public at large. 

Faced with rising financial challenges, the controller for the city 
of Milwaukee in 2008 proposed the long-term lease of the city’s 
water works. 

The Controller proposed a lease of 75 to 99 years, something that 
was unheard of in a city the size of Milwaukee. This proposal initi- 
ated a period of intense debate that lasted for about a year. 

A major coalition of community groups and individual citizens 
came together to examine the impact this proposal would have on 
the city of Milwaukee. 

We found several negative consequences for the residents of 
other Wisconsin cities that we desperately wanted to avoid. 

We discovered that customers of privatized water systems in 
Wisconsin pay 59 percent more for service than those who receive 
water from a publicly run system. 

We also discovered the customers in Wisconsin whose drinking 
water systems are privatized encounter more water quality issues 
and poor service problems. 

In the end, the plan to turn over the city’s water drinking system 
to a private company in return for an upfront payment was aban- 
doned. 

I would like to submit for the record an extensive report that was 
done by Food & Water Watch entitled “Mortgaging Milwaukee’s 
Future: Why Leasing the Water System is a Bad Deal for Con- 
sumers.” 

[Please see page 151 for “Mortgaging Milwaukee’s Future: Why 
Leasing the Water System is a Bad Deal for Consumers,” which 
Mr. Abelson attached to the end of his written statement.] 

In this extensive report. Food & Water Watch took a close look 
at the Milwaukee water utility’s financial statements and proved 
how a long-term lease would actually cost the city millions of dol- 
lars a year, and customers would see a huge jump in their bills, 
suggesting that a lease of the water utility was not in the best eco- 
nomic interest of the city or its residents. 

The report concluded that the city would undoubtedly experience 
higher rates and poor service, leaving citizens with little recourse. 
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The report is attached to my written statement. 

Unfortunately, unlike our water works, our wastewater system 
has been privatized, and it has been a less than successful effort, 
to say the least. 

Our environmental concerns have in fact become a reality. 

We believe that the private sector does have a role to play in the 
provision of certain public services, but it is not in operating or 
managing public drinking and wastewater facilities. That should be 
the responsibility of local governments. 

The private sector can use its vast resources to find innovative 
solutions to the water crisis and create innovative technologies for 
more efficient treatment plants. 

We have to ask ourselves, is water a basic public resource or a 
product that is sold for profit. 

What we found in Milwaukee is not unique. Private investors or 
public-private partnerships, whether in water and wastewater, 
highways or other capital assets, typically demand a high rate of 
return, and such provisions as lengthy contract terms, anti-compete 
clauses, or guaranteed payments, which are not in the public inter- 
est. 

We believe that infrastructure is more appropriately financed 
through vehicles with fixed income instruments than to private eq- 
uity with long-term stable returns. 

Given that interest rates are at historic lows and many public 
entities have latitude to issue debt, bond financing is the best way 
to achieve this goal. 

Renewal of the Build America Bonds Program could save the 
Federal Government money, help put Americans back to work, and 
revitalize the infrastructure that is critical to the United States’ 
economic competitiveness. 

By providing access to tax exempt investors, such as pension 
funds, solvent wealth funds, and life insurance companies. Build 
America Bonds bring new sources of capital to State and local gov- 
ernments. 

We should work together beyond considering these options. 
AFSCME and other labor unions are collaborating to explore fi- 
nancing structures in which a public pension fund or group of pub- 
lic pension funds hold majority control in an infrastructure asset 
providing stable returns to the retirement system, as well as pro- 
viding an influx of badly needed investment in public infrastruc- 
ture. 

I appreciate the opportunity to appear before the Subcommittee 
today, and I would be pleased to answer any questions which you 
may have. 

Mr. Gibbs. Thank you. Before we move on to questions, I have 
a draft report from Richard Little dealing with the Food & Water 
Watch analysis of the Milwaukee situation. 

I would ask for unanimous consent it be added to the record. So 
ordered. 

[The information follows:] 
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"Mortgaging Milwaukee's Future: 

Why Leasing the Water System is a Bad Deal for Consumers’’^ 

A Critical Review 

Richard G. Little, AlCP, NAC^ 


Background 

in 2008, the City of Milwaukee proposed granting a long term operating concession 
for the City's water department to a private entity. The stated purpose of the 
proposal was to secure an advance lump-sum payment that could serve as an 
endowment to generate annual payments to the City’s general fund. The proposal 
did not advance beyond the conceptual stage primarily due to political pressure 
from several stakeholder groups and a lack of consensus on the City Council. During 
discussions of the proposal, the organization Food & Water Watch prepared an 
"analysis” of the concession concept and judged a water utility lease "not in the 
economic interest of the Milwaukee community." The purpose of this review is to 
comment on the tone and structure of the Food & Water Watch report and examine 
the assumptions that were used in drawing its conclusions. 

The Issues 

Like many U.S. cities, Milwaukee is dealing with the consequences of a dwindling 
economic base coupled with the recent recession and financial crisis. Loss of tax 
revenue coupled with on-going public service commitments have resulted in large 
projected budget deficits. The water utility concession was proposed by the City 
Comptroller as a way to increase revenues without increasing taxes. 

This review takes no position on the concession proposal. What amounts to 
shifting the burden of balancing the general budget to the customers of the water 
utility is a policy question best addressed by elected officials in concert with their 
constituents and other stakeholders. To some extent, however, the efficacy of the 
policy discussion will be influenced by the projected financial performance of an 
actual concession and a decision of such import should be informed by the 
maximum amount of information possible. Absent a firm proposal from a bona fide 
offeror, public agencies typically make use of a "value for money’’^ (vfm] analysis to 
estimate the expected performance of a lease agreement. A vfm analysis is not the 
last word, however. Its results must be balanced with social welfare objectives. If 


1 Food & Water Watch. 2009. On-line at: 

hltp://\vvvvv.foodandwalenvBtch.org/watcr/pub.s/rfports/nu)rlga»ing-miKvaukee,s-iTilure 

2 r giaicp(giyahoo.coni: (703) 582-0317 

Value for money’ (VFM) is a term used to assess whether or not an organization has obtained the maximum 
benefit from the goods and services it both acquires and provides, within the resources available to it Achieving 
VFM can be described in terms of economy (careful use of resources to save expense, time or effort), efficiency 
(delivering the same level of service for less cost, time or effort) and effectiveness [delivering a better service or 
getting a better return for the same amount of expense, time or effort). 
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cost reductions (and higher VfM scores) are achieved by reducing the benefits paid 
to workers, eliminating subsidies to low-income customers, or cancelling 
community outreach, these factors must be taken into account by the officials 
charged with decision-making. 

The Food & Water Watch Report 

Food & Water Watch describes itself as a non-profit organization that, among other 
objectives, advocates “public, rather than private, control of water resources.’’ 
Although put forward as an objective assessment of the proposed water utility 
concession, "Mortgaging Milwaukee's Future’’ is, in fact, an advocacy piece that uses 
carefully selected and parsed references from a variety of sources to support a set of 
preordained negative conclusions. The Food & Water Watch report begins with the 
premise that a private concession to operate a formerly public utility is not in the 
public interest and then proceeds to develop a case to support that position. 
Regardless of whether the City should or should not pursue a concession for the 
operation of the Milwaukee Water Works, the Food & Water Watch report 
represents advocacy against the proposal, not an objective analysis of its strengths 
and weaknesses, and should be viewed as such. Given the stated mission of the 
organization, this is not surprising. 

Two stratagems underpin the Food & Water Watch report. First, the private 
management of water utilities, the proposed Milwaukee concession, and the 
assumed financial performance of that concession under a hypothetical set of 
assumptions are all conflated together so that a negative assertion attributed to any 
of the three applies to them all. Second, the report builds an extensive list of 
negative conditionals and assumes that everything that “could" or “may" go wrong, 
will, and that the default decisions of the City’s elected officials would always be 
counter to the public interest and that they would move forward on a concession 
regardless. The report treats its own assertions as facts and then goes on to draw 
firm conclusions from them. The report then uses these "conclusions" to construct a 
circular argument that can best be summarized as, "the proposal for private 
management of the Milwaukee water utility must be a bad idea because the private 
management of water is always a bad idea." 

Some representative examples include: on page 1, the statement that a 
private entity could only be profitable "by cutting services or raising water rates." 
Although these are two ways to reduce cost, no mention is made of possible 
improved operating efficiencies. On page 6, "During contract negotiations, the city 
may agree to continue this practice [seizing the property of delinquent customers to 
sell for payment] for the private operator." There is no mention of whether this 
practice is actually carried out at present or why the city would permit a private 
operator to engage in such an unpopular practice. On page 7, "Without strong public 
oversight, a private operator could cut corners and sacrifice service quality to 
increase its profits. Such neglect could result in low pressure or discolored water." 
However, nowhere in the report, despite its penchant for the conditional, does it 
offer the possibility of an inverse argument on the order of, "private management 
could result in equal or improved operational efficiency at the same or lesser cost." 
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The Financial "Analysis” 

The conclusions and tone of "Mortgaging Milwaukee’s Future” are generally 
consistent with other Food & Water Watch reports that comment negatively on the 
topic of private involvement in water service provision. However, much of the 
justification cited in this report is based on what is described as a financial analysis 
of the proposed concession. Although not billed as such, the Food & Water Watch 
report would probably claim to be a vfm analysis but it is not. Such reports are 
prepared by skilled professionals who are [or should be] agnostic regarding the 
outcome. This is not the case with Food & Water Watch. The report analyzes its own 
negative assertions and assumptions and uses the results of this exercise to 
conclude negatively on a concession. This section will review and comment on each 
element of this analysis. 

The Concession Fee 

The City Comptroller assumed that a concession fee on the order of $600 million 
could be obtained from a private sector entity for the rights to operate the water 
system for a period of 100 years. The report assumed that amount as a "best case” 
scenario and $300 million [an amount approximating the rate base] as a "worst 
case” assumption. These amounts are treated in the report as a purchase price 
despite the fact that no sale [such as would occur in an outright privatization] was 
anticipated. The concession fee is paid for the right to operate the system and 
collect revenue for a specified time period, not for the transfer of title. As a result, 
the fee is based on what the offeror views as the value of the operation, which is 
only partially determined by the value of the physical plant. In the absence of an 
actual proposal from a bona fide offeror or a complete and competent vfm analysis, 
any concession amount is hypothetical. 

Debt Defeasance 

The report assumes that existing debt of the water works would be retired or 
defeased'* upon execution of a conce.ssion agreement and there is no question that 
the existing debt of the Milwaukee Water Works will need to be serviced in some 
fashion. If the debt is retired immediately, the debt service payments no longer 
made [$2.8 million] should be counted as income. Likewise if a portfolio of Treasury 
bonds and other high grade securities were used to defease the debt, this amount 
would return to the endowment when all existing debt was retired. Regarding 
future borrowing, this section of the report also raises the issue of a private 
operator typically not having access to tax-exempt debt and counters that private 
activity bonds’’ could be available. There is considerable discussion currently on- 
going at the federal level regarding the role of private activity bonds in providing 


A defeasance is a financing tool by which outstanding bonds may be retired without a bond redemption or 
implementing an open market buy-back. Cash is used to purchase government securities. The principal of and 
interest earned on the securities are sufficient to meet all payments of principal and interest on the outstanding 
bonds as they become due. 

^ A private activity bond (PAD) is issued by or on behaifof local or state government for the purpose of financing 
the project of a private user deemed to have some public benefit Tbe interest earned on PABs is exempt from 
federal and state income taxes. 
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financing to public-private partnerships for infrastructure, which would allow 
broader access to the tax exempt market. 

Transaction Costs 

The report notes correctly that transaction costs can be significant in negotiations of 
this size and scale and uses a range of 2% to 10 % of project costs to bound them. 
This is a crude calculation at best and contrary to one of the report’s own references 
which states, "Transaction costs are related not to project size but to the familiarity 
and stability of the policy environment. As governments gain experience and clarify 
policy, these cost will inevitably decrease.”* It might reasonably be expected that 
Milwaukee would be better positioned to lower its transaction costs given that the 
Milwaukee Metropolitan Sewerage District executed what represents the largest 
service contract ever to be concluded in the wastewater sector within the United 
States in December 2007. The report also appears to have transposed it own 
assumptions of best and worst case scenarios. If the "best” case would be the lower 
transaction costs, then 2% of $300 million or $6 million would be the best and the 
"worst” would be 10% of $600 million or $60 million, not the $12 million and $30 
million asserted in the report. 

Endowment Return 

Endowment returns from 2008 to 2009 were generally the worst in at least 40 
years, which prompted the report's authors to use a 5% "best” case and 3% "worst" 
case to bound potential annual returns. Such an approach to long-term wealth 
management is simplistic at best and misleading at worst. Over the 100-year term of 
the concession, an endowment manager would strive to deliver returns that 
mirrored a mix of high quality debt and equity investments. There is no way to 
predict what returns will be over that long a period and a better way to approach 
this would be to seta target level of annual income desired [$15 million, $30 million, 
or $60 million, for example] and determine what rate of return will be necessary to 
achieve it and assess the probability of achieving it over the long term. In the case 
above, these would be nominal rates of 2.5%, 5%, and 10%. The report also assumes 
that all existing debt would be accounted for in a lump sum payment subtracted 
from the concession fee. As discussed earlier under Debt Defeasance, there will 
either be additional annual income from avoided debt service or a block of 
securities that will return to the endowment when the debt is retired. 

Tax Revenue 

The report assumes that there will be no net difference in tax revenues to the City. 
According to the report, the water works is exempt from property taxes and makes 
payments in lieu of taxes to the City. It is not clear what the situation would be 
under a concession agreement as this is subject to contract negotiations that never 
occurred. 


Seppalii, O.T., j.|. Hukka, and T.S. Katko. 2001. "Public-Private Partnerships in Water and Sewerage Services: 
Privatization for Profit or improvement of Service and Performance?” Public Works Management & Policy, 
6(l);42-58. 
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Cost of Capital 

The report makes a number of assumptions regarding interest rates, capital 
structure, and returns on equity that may or may not reflect the actual parameters 
in a bid. One of the attractive features of public private partnerships is that they 
permit a private party to seek out sources of private equity and commercial debt not 
generally available to the public sector. Since the onset of the 2008-2009 financial 
crisis both equity and debt markets have been in turmoil and until the markets 
stabilize, long-term assumptions regarding project finance are speculative at best. 

Depreciation and Taxes 

During the discussion of taxes, the report makes no mention of a significant factor in 
determining the value of a concession, namely, the ability of a concessionaire with a 
long-term lease to depreciate the value of the fixed assets for tax purposes. In fact, 
one of the reasons for employing a very long term on the concession is to trigger 
asset depreciation. In the case of a physical plant worth hundreds of millions of 
dollars, the annual value of depreciation is significant and would likely offset many 
of the added costs attributed to the concession in the Food & Water Watch report. 

Efficiency Gains 

Although there is mixed evidence in the academic and professional literature of 
efficiency gains (or losses) when management of a water utility transfers from 
public to private ownership (or vice versa), the report offers the following assertion 
as fact (p. 14): "Since Milwaukee Water Works is already a well run utility, it seems 
unlikely that a private operator could cut costs to offset a substantial amount of its 
greater cost of capital without impairing the quality of service.” In essence, the 
report is claiming that the current operations of the Milwaukee Water Works have 
achieved a level of organizational, administrative, and operational performance that 
is beyond further improvement. From this assertion, the report goes further and 
states (p. 14), "It would be improper to compare operational costs when service 
quality differs, as it would not be an apples-to-apples comparison. Therefore, this 
analysis assumes that privatization would not reduce operational costs." (emphasis 
added). A major reason that governments are looking to the private sector for utility 
management and operations is a desire to reduce line item costs while maintaining 
acceptable service levels. For example, in 2008, more than 46% ($21.4 million) of 
the total expenses for maintenance and operations ($46.1 million) at the Milwaukee 
Water Works were related to direct payroll and pension costs.^ In the absence of 
any analysis, to draw the conclusion that there is no opportunity to reduce 
operational costs is unwarranted and illogical. 

Conclusions 

The City of Milwaukee was presented with a bold proposal to address existing and 
projected budget shortfalls hy applying the equity locked in the Milwaukee Water 
Works to its general fund. The course of action Milwaukee should pursue is a policy 


Public Service Commission ofWiscon.sin. 2009. Annual Report of Milwaukee Waterworks for the Year Ended 
December 31, 2008. On-line at: http://psc.wi.gov/pdffiies/annlrpts/wegs/WEGS_2008_3720.PDF. 
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decision best made by elected officials and their constituents and based on financial 
performance, social welfare, and other objectives. There is no "correct" answer in 
the abstract (i.e., private operation is always either good or bad]. A decision of this 
import must be informed by a clear set of policy objectives and the best technical 
information available. The report prepared by Food & Water Watch, "Mortgaging 
Milwaukee's Future: Why Leasing the Water System is a Bad Deal for Consumers” is 
an attempt to block further discussion of the concession proposal, not evaluate it to 
see if it makes sense for the City. 

The financial analysis is based on a series of interlocking, hypothetical 
assumptions under which no proposal could succeed. It is selective and incomplete 
at best and biased at worst and begins from the premise that a private concession 
should not be undertaken. References are carefully selected and parsed to support 
this position and no potentially positive attributes are mentioned, let alone 
discussed. The financial conditions and parameters are chosen to illustrate that a 
concession would have negative consequences for the citizens of Milwaukee. These 
assumptions have little or no grounding in how a value for money analysis would be 
structured or what would be contained in a proposal from a bona fide offeror. 
Regardless of whether the City should or should not pursue a concession for the 
operation of the Milwaukee Water Works, the Food & Water Watch report 
represents advocacy against the proposal, not an objective analysis of its strengths 
and weaknesses, and should be viewed as such. Given the stated mission of the 
organization, this is not surprising. 
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Mr. Gibbs. I want to go back to this end of the panel to start. 
This is a large panel. A lot of information was covered here. I think 
we will have some good discussion here. 

Ms. Massey, you raised some concerns, I think, about funding of 
SRFs and WIFIA. We heard from other panelists that — in my opin- 
ion, we want to make sure that we do fund the SRF programs, and 
it is a complementary program and not compete with it. 

You did talk a little bit about some things in the SRF that may 
need to be fixed or adjusted. I do not know if you want to expound 
a little bit, maybe something we should try to address in the legis- 
lation to actually strengthen the SRF program, and hopefully with 
a WIFIA type and other financing mechanisms, so they all interact 
together and accomplish what we need to get done. 

Ms. Massey. I think the base where the Council of Infrastructure 
Financing Authorities will come down, it does come down to flexi- 
bility. 

Just a few things. I will give you a couple of examples. As I give 
you these examples, I do not want to lead you to believe that the 
States are opposed to the base concept on some of these because 
we are not. 

Let’s talk about green infrastructure. That is one that comes to 
mind. 

States are supportive of green infrastructure. There is no ques- 
tion about that. What we do have an issue with is having a dedi- 
cated set percentage of funds or projects that have to be green in- 
frastructure projects. 

What we are finding is that not all States can meet the percent- 
ages that are being set. Sometimes they just simply do not get the 
projects in to meet the percentage. 

Other times, what they are finding is the projects they are get- 
ting in do not touch water quality to any significant degree, so they 
are having to give up the higher water quality benefit projects. 
That does become a problem. 

I think it is when we lose flexibility by having — “arbitrary” might 
be the right word — arbitrary percentages of certain types of things 
we have to do, then that becomes a problem. 

The same thing, I discussed additional subsidization. That is a 
great tool, having the ability to either provide zero interest or nega- 
tive interest loans to disadvantaged communities. That is a won- 
derful tool to have on behalf of the States. 

Requiring a certain percentage again does become problematic, 
when your applications that come through the process simply do 
not get you to that percentage level. It does become a problem. 

Those would be two off the top of my head. 

Mr. Gibbs. OK. Thank you. To the whole panel, is there anything 
that we should be looking at, impediments, either at the Federal, 
State or local levels, to successfully implement a different array of 
financing? 

Does anybody have an opinion on things that are out there that 
really need to be addressed to make WIFIA work or get the cap off 
the volume? Is there something at any level of Government that is 
an impediment that you can envision that maybe we should try to 
address? 

Anyone want to respond? 
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Mr. Dornbirer. Mr. Chairman, your memorandum actually did 
a good job, I think, listing out some of the impediments to consid- 
ering other alternatives. 

I think the largest thing, given that we have tens of thousands 
of public utilities in the country, it is just a painstaking process to 
educate each group of civil leaders that there are alternatives. 

I do not know how you would tie that in to a program other than 
some sort of mandatory education process, that when you are con- 
sidering a loan, you are considering SRF funding or something 
under WIFIA, that you are educated on all your alternatives in 
case you do not qualify for one of those programs. 

Mr. Gibbs. OK. Yes, Ms. Broaddus? 

Ms. Broaddus. I do not know that this is something that would 
necessarily be addressed within WIFIA, but one of the issues that 
was identified in our gathering and in our report are GASB rules. 
The Government Accountability Standards Board does not allow for 
accounting of natural assets or natural capital. A lot of utilities 
around the country are using watersheds to filter their water and 
protect their water supply, but the accounting rules do not allow 
them to include that in their assets. 

I presume that would in some ways enter into some of the bond 
activities and that sort of thing, and maybe something to address 
outside of WIFIA. 

Mr. Gibbs. Would that also include other programs like some 
new programs that have taken off that I have been involved in, the 
nutrient trading programs? 

Ms. Broaddus. Most probably so; yes. 

Mr. Gibbs. OK. Back to Mr. Weihrauch. Can you talk a little bit 
as to WIFIA and the SRF, expound a little bit about how you think 
it complements it and not conflict, and how you see it playing out? 

Mr. Weihrauch. The strength of WIFIA is it revolves around the 
largest of projects. Projects that may be multistate. 

For example, in Ohio, the Greater Cincinnati Water Works 
serves the Cincinnati area, many counties, and portions of North- 
ern Kentucky. 

Because of a posture, well thought out, of regionalization and ef- 
ficiencies inherent with regionalization, this practice is going to 
tend to continue to grow. 

To find synergy between the State of Kentucky’s SRF program 
and the State of Ohio’s for funding improvements to those water 
systems would tend to be quite difficult. 

[Insert for the record from witness David Weihrauch follows:] 

The realities in both Kentucky and Ohio make it extremely 
unlikely that either State would fund a project in the other 
State, even if that project would benefit its own citizens. 

For example, it is extremely unlikely that Kentucky would 
fund upgrades to the treatment plant in Ohio, even if Cin- 
cinnati Water Works’ customers in Kentucky would di- 
rectly benefit. And it is extremely unlikely that Ohio would 
fund infrastructure replacement in Kentucky even if that 
was improtant to the overall integrity of the regional sys- 
tem, including the customers in Ohio. 
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I want to be clear that I’m not picking on Ohio and Ken- 
tucky. The same conditions hold true in most States if not 
all of them. And many if not most States have political 
issues surrounding “upstate vs. downstate” or “big systems 
vs. small systems” that act to deny SRF funding to their 
largest cities and to projects that are truly regional or na- 
tional in scope. WIFIA is designed to address those com- 
pelling needs, to ultimately benefit the customers served 
by large projects. 

That’s why the American Water Works Association strong- 
ly supports running WIFIA through EPA and not through 
the States. 

On the other hand, Section 105, subsection 8 of the proposed 
WIFIA bill, allows SRF managers to bundle projects, come into 
WIFIA, pick them up, and as long as the interest climate is good, 
there is some real potential there. 

For example, in the latest round of SRF projects in the State of 
Ohio, among the 258 which were not funded, 49 were scored at 
standard long-term interest rates. They are not going to receive a 
great benefit in their interest or principal forgiveness. 

Those types of projects could be bundled, and all 49 of them 
could be taken care of, and the net interest rate to the project 
would be about the same as it would be through the typical SRF 
structure, and the OEPA and the Ohio Water Development Author- 
ity would each get their fees on top of that, and still maintain a 
reasonable interest rate structure at today’s terms. 

These are benefits, and part of the innovation of WIFIA. 

Mr. Gibbs. Thank you. We are going to move on to Ranking 
Member Bishop. Go ahead. 

Mr. Bishop. Thank you very much, Mr. Chairman. I want to stay 
on this issue of the two approaches, funding through the SRF 
versus having the EPA make the decisions and sort of bypass the 
SRE. 

In the conversations that I and others have had about this bill, 
it appears as if the clean water people want to continue the process 
of working through the SRE, and the drinking water people want 
to work around the SRE, as I say, at the risk of over generalizing. 

Let me frame the issue for you in this way. Mr. Weihrauch, I 
think you said it best. You said it is up to us as to whether or not 
this process might possibly undermine the SRE. 

Here is my concern. My background is higher education. I was 
a college administrator for 29 years before I came here. 

In the late 1950s, in the wake of the Sputnik, the Eederal Gov- 
ernment created something called the “National Defense Student 
Loan.” Some of you may have borrowed a National Defense Student 
Loan or something called the “National Direct Student Loan.” 

It was a revolving loan fund where the Eederal Government pro- 
vided money to participating colleges. Colleges loaned that money. 
Students paid the money back to the colleges. The colleges would 
re-loan the money. In other words, the higher education version of 
the SRF. 
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It has not received a Federal capital contribution now since 2000 
or 2001, I think, and under current law, it is now called the “Per- 
kins Loan Program,” it is the same program, and will go away. 

In 2014, current law requires whatever balances exist in the loan 
fund to be returned to the Federal Government and the loan pro- 
gram will go away. 

That is my concern. My concern is if we have a work around, in 
a climate in which appropriators are going to have to make really, 
really tough choices, and I think it is reasonable to assume that cli- 
mate is going to continue for a while, this is an easy one. 

Hey, we got this WIFIA. Let’s do WIFIA. We do not have to fund 
the SRF any more. 

That is my concern about a structure that would create what ap- 
pears to be a complement but could result in a conflict. 

Mr. Grumbles, first off, welcome back to this committee room 
where I am sure you have spent more hours than you care to 
count. It is good to have you back. 

I thought you said it very well in your testimony. You said, and 
I am quoting, “It is critical to ensure that what is intended as a 
supplemental tool does not become the one and only tool or in some 
way, undermine the success of the SRFs.” 

I think you have said it very well. Would you care to comment 
on the concern that I just raised, and Mr. Schmitt, you have raised 
similar concerns, if I could hear from each of you, I would appre- 
ciate it. Thank you. 

Mr. Grumbles. In 1986, when there was a massive agreement 
between the Executive Branch, the President and the Congress to 
move away from the construction grants’ era of the Clean Water 
Act, which led to enormous success, but based on fiscal and philo- 
sophical perspectives, the decision then was to move away clearly 
to a new model, the SRF model. 

It was structured after much, much debate that it would be a 
phased transition, and that transition has never fully occurred. 
There are still some specific grants, although far fewer, but the 
SRF capitalization grants did not end as was envisioned by Con- 
gress in 1987 and by the Executive Branch. 

Here, I think the situation is different where there seems to be 
a willingness — the WIFIA legislation that I have read, the draft, it 
is clearly the intent of the drafters to keep the SRF going. 

It is a political and budgetary decision on the implementation of 
that. I would say as a former State infrastructure finance authority 
official, it is realistic to see that the big decisions made on Capitol 
Hill will lead to far less or much earlier total phase out of the State 
Revolving Fund. 

There have to be safeguards built into that. For me, it really does 
make sense, while some are concerned about the use of the word 
“flexibility,” when Federal dollars are scarcer and scarcer, and 
when State programs are showing how mature they have developed 
over the last several decades, both under the Clean Water Act and 
the drinking water program, it does mean there needs to be greater 
flexibility given to the State and local fund managers and the offi- 
cials, who can then do innovative things with integrating source 
water and clean water. 
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I think there has to he real clear safeguards and a mechanism 
to enforce that philosophy that it is not meant to undermine the 
SRF. 

I think your hearings are just going to lead to more and more 
ideas about how to do t^hat. 

Mr. Bishop. Mr. Chairman, if you would indulge me, if we could 
let Mr. Schmitt answer as well. Thank you, Mr. Grumbles. 

Mr. Schmitt. NUCA has been a long time supporter of the SRF, 
not only as a financing mechanism but the fact that the States can 
utilize their project priority lists and their intended use plans to 
determine where those funds can best be used. 

In our industry, the needs of water and wastewater spending can 
be pretty specific and pretty critical, and can shift pretty abruptly. 

In my home town of Jacksonville, we are doing a project now 
where we are pulling out the water mains where 8-inch mains have 
about 2 inches of flow because of excessive tuberculation. 

While that is addressed by a priority, there also might be an- 
other instance where you have excessive overflows due to high 
water tables that are in need of some immediate attention. 

I know our utility struggles to try to prioritize what projects need 
to get funded and what projects need to be put in a place at what 
time. 

The State is much closer than the Federal level, with all due re- 
spect, on addressing those needs, and putting our industry to work 
in evaluating and fixing those needs. 

Mr. Bishop. Thank you very much. I yield back, Mr. Chairman. 

Mr. Gibbs. Representative Napolitano? 

Mrs. Napolitano. Thank you, Mr. Chair. Yes, it is good to see 
you, Mr. Grumbles. Long time, no see. 

Having come from local government and taking a look at how 
they have to deal with all the emergencies and having sat on a 
sanitation board for years, I have a little understanding of some of 
the trials and tribulations. 

As I served at the State level, I heard from other cities about 
their inability to be able to fund innovative and new research and 
expansion of their wastewater treatment, and how that affects 
them. 

California has such a long shore line that you have releases of 
wastewater into the beaches that prevents people from getting into 
the ocean. 

There are all kinds of things that have happened. One of the 
things that you have not touched upon, and I would like to find out 
from any and all witnesses who can answer this, how and to what 
extent is green energy technology being incorporated into long-term 
infrastructure planning, and are you actively pursuing ways to re- 
duce energy usage while planning for future wastewater infrastruc- 
ture needs? 

I tell you that because we are working with IBW and NETECH 
to green buildings and being able to recycle the methane gas from 
the landfills, et cetera. 

There is a lot of new technology. How is that playing a role in 
what you are doing or going to be doing? Anybody? 

Mr. Grumbles. I will just go first very briefly. Congresswoman, 
to say that you have really touched on one of the key paradigm 
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shifts that this country, this committee and others must usher in, 
and that is viewing in particular wastewater treatment facilities 
not as treat and discharge plants, but as centers of regeneration. 

I can tell you just from our organization’s perspective the leading 
green city utilities who are members of Clean Water America Alli- 
ance are all integrating more green energy, biogas recovery, meth- 
ane management issues, to put that to work, recognizing that there 
is no such thing as wastewater, just wasted water. 

There is a tremendous amount of energy from it and money, prof- 
it. 

The research agenda still needs a lot more investment, but I 
think the will is growing. Utilities really want to put that to use. 

Mrs. Napolitano. Coming from not only the ranking member of 
the Subcommittee on Water and Power, I am very concerned about 
recycled water and the stigma attached to wastewater. We need to 
start calling it something else so that the general public can accept 
the recycled tertiary treated water that is included in your 
aquifers, et cetera. 

Yes, ma’am? 

Ms. Broaddus. I wanted to also address your question about 
green energy. Of course, all water is recycled at one level or an- 
other. We may have a hard time accepting that. 

In terms of green energy and the ability to reduce the energy im- 
pacts of water and wastewater treatment and movement, the 
Water Environment Federation, who I believe was present at the 
last panel, the February panel, had issued a statement, I think 
back in the fall, that they believe that all wastewater treatment 
can become energy neutral if not energy generating. 

I think one of the things we want to be sure is incorporated into 
the legislation, is the recognition that is where we need to go. That 
is where we can go. The technology is in the works, and in some 
cases, already there. 

So any financing mechanism needs to not only have the flexi- 
bility to allow that but also to encourage that. 

Mrs. Napolitano. Mr. Howard, do you have a comment on that? 
How is the business end of it looking? 

Mr. Howard. I think that is one of the experiences that we have 
had in the municipal solid waste sector, where we had a fair 
amount of innovative technology that has been developed in that 
sector, in partnership with the private sector. 

We would expect that same experience would apply in water and 
wastewater. 

Mrs. Napolitano. Are you taking that in consideration as you 
are looking at the funding mechanisms? 

Mr. Howard. Yes, definitely. It has to be commercially proven 
technology, I might add, to be acceptable to the financing markets. 

As long as it is commercially proven technology and viable, it is 
a very active part of our financing programs. 

Mrs. Napolitano. Anybody else? 

Mr. Weihrauch. Yes. The American Water Works Association is 
a strong supporter of innovation and forward looking technologies. 

I would submit there is no greener action that can be taken than 
reducing the infiltration problem on our clean water side and re- 
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solving the water loss statistics for our community water systems, 
which can he greater than 40 percent for some communities. 

These are easily identifiahle, and the only thing standing be- 
tween taking care of them and not taking care of them are ade- 
quate and responsible funding sources. 

Mrs. Napolitano. Ms. Massey? 

Ms. Massey. From the States’ perspectives, I believe what we are 
seeing now is energy efficiency has just become part of our stand- 
ard dialogue. 

We, some States, hardly consider that green infrastructure any 
longer, because now I think everybody pretty much has bought into 
it. It makes great operational sense, and it really should be in- 
cluded in the designs, which is now giving us the opportunity to 
look even further out into those new innovative technologies. 

Mrs. Napolitano. Thank you, Mr. Chair. I look forward to the 
second round. 

Mr. Gibbs. Thank you. I just want to make a quick comment. I 
am very supportive of this concept of innovative technologies. I ap- 
preciate Mr. Howard’s comments and Ms. Broaddus’, because for 
energy generation and nutrient recapture, there has to be a rev- 
enue source. 

We do have the innovative part in the WIFIA draft. We are very 
supportive to make that work, and we will try to look at that and 
maybe make it stronger. 

Ms. Johnson? 

Ms. Johnson. Thank you very much. Let me also welcome Mr. 
Grumbles back here. He is a staple around here. I should have 
known you would never give up water as a career. 

My question does not have to do so much with the funding right 
now. I know that will be ongoing for a while. 

I had a constituent who approached me on an interstate water 
redistribution system, which seems almost impossible to think 
about right now, but the concept being that where there are floods, 
there could be some type of piping that would shift that water to 
another area where it is needed. It would be shifted by technology, 
whether the little flap is open or not. 

I would like to hear some of you that are water experts on the 
idea of something of that sort. 

Ms. Broaddus. Without knowing the specifics of it, I guess I will 
take a first crack. I think one should approach anything like that 
with caution. 

Based on what we have heard from the people we have met with, 
one of the sort of long-term goals is not only to look at the long- 
term impacts and life cycle costs of something like that, including 
the energy costs associated, but there is a concept of keeping water 
local and trying to mimic the natural systems as best as possible. 

Again, without knowing the specifics of that situation, before 
looking to that kind of a technological solution, go back and look 
at the underlying problem with why the flooding is occurring. 

It may be there is actually — it is part of a bigger systemic prob- 
lem, and there may be by restoration of natural ecosystems a way 
to kind of stem the flooding and restore the hydrological cycle lo- 
cally. 
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Ms. Johnson. Yes. It came right after we had a great deal of 
flooding in the east last year or year before. At the other end of 
the spectrum, there was a lot of drought. 

The idea came up as why cannot we not move this water through 
some system to another area for agriculture or whatever. I just 
thought that since many of you were water experts, maybe you 
thought about something like that. 

Mr. Grumbles. Congresswoman, I know this committee has for 
decades looked at some of these regional and interstate water qual- 
ity, water quantity issues. 

I think it is complex because of the laws that overlay the man- 
agement of water, particularly when you have water quantity and 
water quality issues involved. 

I know the goal for our organization is a “one water” manage- 
ment perspective that creates the forums to bring together the 
flood and stormwater managers with the water quality permitting 
agencies, and also the water rights, particularly in our western 
water States, that definitely has an impact. 

Many people would say the future may be more interstate com- 
pacts, blessed by Congress through the Constitution, but more 
interstate compact arrangements involving multistates, but as 
Lynn Broaddus said, when you think beyond local terms and move 
water across watersheds, it can become complex, even though it 
may well be the cheapest engineering solution. 

It may prove very costly due to the laws and the political debates 
surrounding it, and the long-term ecosystem damage, if you are 
moving water, putting it where it would not normally be. 

Ms. Johnson. Thank you. Thank you very much, Mr. Chairman. 

Mr. Gibbs. Ms. Norton? 

Ms. Norton. Thank you, Mr. Chairman. I do want to thank you 
and commend you and the ranking member for your concentration 
on these series of hearings on ways to get financing for our water 
structure through innovations perhaps. 

I want only to mention that there are a large group of Members 
of the House who are very, very concerned, so much so that we are 
circulating a letter that is addressed both to the leadership of the 
Senate and the House. 

I am in the process of circulating this letter now. It is going to 
be signed, among others, by Ranking Member Rahall, Ranking 
Memb^er Bishop, Ms. Johnson, and I am sure many other members 
of this committee. 

We are very concerned, but I have to be candid, that in light of 
the difficulty we are having in getting a bill through here, which 
is generally the most popular bill to come through the House be- 
cause of its visible benefits to every district in the United States, 
the Service Transportation Bill, it is hard for me to be optimistic 
about a water infrastructure bill which the public is not nearly as 
aware of as they need to be, and I think these hearings may help 
to encourage. 

We are really dealing with a structural change here that I am 
not sure how to grapple. 

If we look at only 35 years ago, the Federal Government covered 
almost 80 percent of water system funding for capital projects. 
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That should not be surprising. That is about what we cover for 
transportation projects with some funding, of course, the rest of the 
funding by States and localities. 

Today, the Federal Government has gone from almost 80 percent 
to 3 percent. That is not just a reduction. That is a change that 
structurally transfers the capital costs to States and cities in my 
own jurisdiction. 

I represent the District of Columbia. We are in the process of re- 
placing one of the oldest stormwater overflow systems in the coun- 
try. It was built by the Corps of Engineers before the District of 
Columbia even had home rule. 

We are replacing it not by replacing the system, but by using 
huge tunnels which will store the water as it overflows, and then 
send it to be treated. 

This is being paid for almost entirely by ratepayers. We do get 
some funding in the appropriation bill from the Federal Govern- 
ment. I think this year it was $11 million. 

The reason we get that is the Federal Government is a rate- 
payer. The Federal Government built the system. Or else we would 
get nothing and it would be entirely on the ratepayers. 

This is a very aggressive green jurisdiction, so the authorities 
here in the District of Columbia have written the EPA for permis- 
sion to do a pilot project to see how much of this could be — recog- 
nizing it would not be anywhere near — most of it could be absorbed 
through green infrastructure because the city itself is a very green 
city. I think it may be number one in the United States. 

We are having to seek permission to do that, and to do a pilot 
project, of course, I do not think anyone knows through data or 
through actual experience how much green infrastructure can be 
done. 

One would think we would want to be launching a matter of ex- 
periments to find out what that means. 

I am sorry I was not here to hear most of your questions. I was 
in another hearing. I did want to say the Subcommittee is doing 
exactly the right thing, to keep attention focused on this issue. It 
is not going to go away. The Federal Government has decided it 
simply is not in the game any more. 

Unless the consciousness is raised of people who drink the water, 
who increasingly buy the water, and now we see do not buy that 
water, you do not need to buy that water, you should not buy that 
water. 

In our city, we are trying to say to people do not buy the water. 
You are only making things worse. 

Unless you see raising of consciousness in your own jurisdictions, 
you are going to see what has been the collapse of Federal partici- 
pation, just going to zero. That is where it almost is now. 

I thank you very much, Mr. Chairman, for all of your hard work 
and hearings that I think are putting a spotlight on this very im- 
portant issue. 

Mr. Gibbs. Thank you. Mr. Weihrauch, I have a question. We 
have heard testimony from some of the panelists and I think the 
ranking member’s concern about WIFIA should be ran through the 
States, administered by the States. 



67 


In your testimony, you strongly recommend against that. Can 
you give us maybe an example of why you think that is not good 
to run it through the States? 

Mr. Weihrauch. The pure and simple answer is that States do 
not have the authority that the U.S. Treasury has, WIFIA being 
modeled after TIFIA, would be a direct conduit of funds from the 
Treasury, and extremely efficient, as it is outlined in the bill. 

Everybody that handles funding must cover their overhead, and 
the temptation, of course, is always there to take a little bit more 
for a noble program, and there are many good projects underway 
within environmental management programs throughout the 
States. 

The efficiency is the hallmark of the WIFIA concept. 

Mr. Gibbs. Also, to reiterate, the American Water Works Associa- 
tion and the Water Environment Federation, the two primary pro- 
fessional membership organizations of the water and clean water 
industry, are of one mind on the thought of efficiency through the 
WIFIA program for these large projects. 

Neither organization wants to see additional layers of manage- 
ment built into that funding structure. Of course, that is large 
projects, but also in our proposed legislation, smaller projects can 
aggregate, and actually the State would administer that part. Is 
that correct? 

Mr. Weihrauch. That is correct. The draft bill is structured in 
SRFs can utilize it for bundles, $20 million and up, and there is 
no ceiling there. 

Mr. Gibbs. Thank you. Mr. Howard and Mr. Dornbirer, what ad- 
vantages would municipalities have by using private activity bonds 
versus governmental bonds? 

Mr. Howard. I think the point I made earlier about the partner- 
ship with the private sector and the flexibility that would provide 
under a variety of different contracting structures, ranging from 
just a design/build approach with public operation with innovative 
technology, all the way to design/build, operate, finance, and owned 
by the private sector under some sort of contractual, wholesale con- 
tractual arrangement with the public sector. 

I think our experience again in the solid waste industry, and to 
a certain extent in the water industry, but to a much more limited 
degree, is that what happens is you attract large international pri- 
vate companies domestically based or internationally based that 
have extensive capability and knowledge around innovative tech- 
nologies that have been applied elsewhere that can be brought to 
bear to local jurisdictions. 

We are involved in a number of public-private sector arrange- 
ments across the country right now, and in a couple of cases, deal- 
ing with very small municipalities that are under a tremendous 
amount of strain budget wise, and just simply do not have the local 
expertise to manage their systems. 

They are reaching out to the private sector to help them. Right 
now, we have plenty of tax exempt bonds to tap into, but we do 
not expect that to last very long. 

Mr. Gibbs. I think that is a very interesting point. You are say- 
ing with that private investment capital coming in, you also are 
going to get the expertise and the consultants. 
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Mr. Howard. That is the real henefit of the public-private part- 
nership model. What it forces the parties to do is to sit down at 
the table and plan for a 30- or 40-year contract that shifts a fair 
amount of risk to the private sector to manage the system effi- 
ciently. 

It is something that small jurisdictions very much benefits from. 

Mr. Gibbs. Thanks. I appreciate that. 

Mr. Dornbirer. I would just like to add that we finance the 
water recycling plant in Santa Paula, California, along with DZ 
Bank. 

There, the private equity sponsor brought in an engineering de- 
sign firm and operating firm all in one. They designed the plant 
and built the plant, knowing they were going to have to operate the 
plant for the next 30 years. You have a much more holistic ap- 
proach to incorporating the new technologies. 

Like Steve said before, we want commercially proven tech- 
nologies, but also technologies to actually provide an asset from 
these plants. The effluent coming out of the plant is now available 
for irrigating golf courses, and you can directly inject it back into 
the aquifer because it is cleaned to such a standard. 

Mr. Gibbs. I do want to ask the Mayor from Napoleon, Mayor 
Behm, since you are the only local elected official here, adminis- 
trator, can you comment on what you see as a medium sized to 
small municipality, the challenges you have to access capital and 
what hoops you have to go through, working with the EPA or who- 
ever? 

Can you maybe elaborate on what you see some of your chal- 
lenges are, being a new Mayor? 

Mr. Behm. Sure. The challenges, as I stated earlier, we really 
have not had a problem necessarily getting funding. Some of the 
challenges is on the length of the funds, such as our equalization 
basin, which costs $8.85 million. We were able to receive a low-in- 
terest loan through the EPA. 

That, however, was only for 20 years, when actually the equali- 
zation basin is going to be a lifetime expectancy of 30 to 40 years. 

Something in that regard would be much more beneficial for the 
city to pay over a longer time. 

As far as receiving any kind of funds, it has not necessarily been 
the problem. The problem again is generating the revenue to 

Mr. Gibbs. Another thing this committee has been working on 
with the EPA, and we are going to ask them to come back later 
this Spring, because they are working on a pilot program to inte- 
grate and prioritize the permitting process to hopefully streamline 
things, so you can move forward and address immediate needs, 
which might be different than a need in another municipality, but 
give the ability through the permitting process of flexibility, and 
hopefully that is something you can see as a benefit. 

Mr. Behm. That would be definitely beneficial. 

Mr. Gibbs. I will yield to the ranking member. 

Mr. Bishop. Thank you very much, Mr. Chairman. I have three 
things which I will try to move through quickly. 

Mr. Howard, Chart 10, I think it is, I just want to revisit that. 
If I am reading it correctly, in 2010 and 2011, there were some $25 



69 


billion worth of taxable Build America Bonds. Am I reading that 
right? 

Mr. Howard. That is correct, approximately; yes. 

Mr. Bishop. Approximately. Those were used to construct and/or 
renovate/rehab water and wastewater systems? 

Mr. Howard. Yes, but under a traditional governmental purpose 
bond financing structure. In order to issue taxable Build America 
Bonds, the project that you finance had to qualify as a govern- 
mental purpose 

Mr. Bishop. My question is a little different. I am assuming 
these are projects that employed one or two people. Is this correct? 

Mr. Howard. No. These were projects — all different types of 
projects. 

Mr. Bishop. My point is these are projects that this is funding 
that supported construction and/or rehab of water and wastewater 
projects? 

Mr. Howard. That is correct. 

Mr. Bishop. Some people actually worked on these projects? 

Mr. Howard. Yes. 

Mr. Bishop. The Recovery Act did in fact 

Mr. Howard. Oh, definitely. 

Mr. Bishop. Put people to work? 

Mr. Howard. Definitely. Had a huge impact. 

Mr. Bishop. Thank you very much for that, sir. I appreciate that. 

On the issue of private activity bonds, let me say that this com- 
mittee on a bipartisan basis four Congresses ago passed legislation 
that would lift the cap on private activity bonds. 

I think we are in full agreement. We also have another legisla- 
tive mechanism before us today, the Senate Highway Bill, which 
passed last week. It is called “MAP-21.” It includes a provision 
that would lift the cap for 5 years on private activity bonds. 

I introduced that bill in the House this morning in an effort to 
jump start a process that seems to have ground to a halt, and I 
do not want to put words in any of your mouths, but it seems the 
consensus of the testimony that we have heard thus far is you 
would encourage us to get that provision passed. 

Am I right about that? 

Right now, the only legislative mechanism before us to do that 
is MAP-21, the Senate Highway Bill, which passed by a huge bi- 
partisan majority that I have now introduced in the House, and 
hopefully, we can generate similar bipartisan support. 

Lastly, Ms. Massey, I do not wish to be argumentative, but I just 
want to make sure we have the same set of facts. 

You talked about the green infrastructure requirement, the set 
aside, as being a bit of an impediment. 

It is our understanding that at least as it relates to the clean 
water SRFs, all the States have reported to us they had more than 
sufficient number of projects to meet the set aside. 

By the way, the green infrastructure set aside was established in 
the Recovery Act. It has now been carried forward in the last cou- 
ple of appropriation bills. 

The appropriation bills have each included language that elimi- 
nated the reserve or the set aside if the State did not have suffi- 
cient projects. 
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My question is given the fact that we have States saying we have 
no problem, we have plenty of projects that meet, and we also have 
a provision that says if you do not have projects that meet the re- 
quirement, we will waive it, on what basis is it still viewed as an 
impediment? 

Ms. Massey. I believe we can certainly live with the current lan- 
guage the way it is. There are sufficient applications. 

What we are seeing is there are a dwindling number of applica- 
tions coming in, so I think we are looking toward the future, and 
we have that concern, but we absolutely can live with the language 
the way it currently is. 

Mr. Bishop. If we were to continue to have language that pro- 
vides an exemption, if there are insufficient projects, that would 
allow the administrators of the State SRFs to go forward in a fash- 
ion that is productive? 

Ms. Massey. Yes, we can live with that language. 

Mr. Bishop. Thank you very much. I thank you all for your testi- 
mony. Thank you, Mr. Chairman. 

Mr. Gibbs. Ms. Napolitano? 

Mrs. Napolitano. Thank you, Mr. Chair. 

I have a little bit of an introduction of a news release for the 
record, if you would. It has to do with one of my providers in Los 
Angeles. 

It is reflecting an increase of rates of 60 percent associated with 
the O&M, operations and maintenance. They also include in that 
this water distribution and treatment, an example of the increases 
we are seeing nationally. 

Costs are shifting from construction of projects to the O&M, to 
operations and maintenance. 

I would like to just quote part of the release. Of course, in 1990, 
this agency. Metropolitan, went from $30 million in maintenance to 
currently somewhere in the vicinity of $275 million a year, costs. 

How do we then begin to look at cutting the O&M if we do not 
upgrade the maintenance, if we do not replace, if we do not take 
care of what ails our aging infrastructure? 

Two questions for the panel. At the last hearing, one of the wit- 
nesses suggested that private equity firms should have direct ac- 
cess to a new water infrastructure and financing authority to bor- 
row at the same subsidized rates that would be available to munici- 
palities and communities. 

The CRS, Congressional Research Service, told us that providing 
this access to private equity firms could result in a situation where 
they re-loan this federally subsidized funding to local communities, 
and arguably, make a profit off acting as a middle man of Federal 
financing. 

Does that make sense, that we should be using federally sub- 
sidized firms to increase profit margins of private equity firms, es- 
pecially if this comes at the expense of local communities’ ability 
to address their local infrastructure needs? 

Mr. Grumbles. I will just say. Congresswoman, that my firm be- 
lief is the era of cheap water is over. As AWWA said, years ago, 
we were entering the age of replacement, where all the aging infra- 
structure systems need to be replaced and upgraded. 
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The most sustainable way to deal with that challenge and to 
manage your assets is through the local rate making process, which 
is a difficult one. 

I think that is the fundamental first step, making sure the rates 
reflect the true value of the service of the infrastructure, not just 
putting it in the ground, but maintaining it and upgrading it over 
time. 

In terms of additional infusions of dollars, whether it is State 
dollars or Federal dollars, the dollars beyond what is coming from 
the ratepayers themselves, that is where you need to look for op- 
portunities to further engage the private sector, because there will 
be efficiencies, and that will help reduce that cost which has to be 
paid in order for the system to be maintained. 

The last point is the fundamental paradigm shift that is occur- 
ring in places across the country, re-looking at the systems and 
centralized water and wastewater treatment, and trying to find 
ways, deploying the right technologies to treat and reuse closer on- 
site, so you do not have the long miles of leaking pipes and that 
type of problem. 

I think the more you can structure a financing relationship 
where the private sector can come in without selling the assets to 
the private entity, I think that will help reduce the costs on the 
burdened ratepayers. 

Mrs. Napolitano. Anybody else? 

Ms. Broaddus. I would like to address. Congresswoman 
Napolitano, the first part of your question, and that is yes, we do 
have a growing burden of the cost of repairing and replacing this 
infrastructure that we have in place, both on the clean water and 
the drinking water side. 

Rates need to reflect that cost. They can be shaped in a way that 
still protects those who are least able to pay, but we want to make 
sure that in total, the full cost is recovered. 

There also needs to be the flexibility to examine. There may be 
times and it would be a case by case scenario, but there may be 
times where it makes more sense to put in place some kind of new 
technology. 

During our meetings, we definitely heard about times where it 
makes more sense to go “off grid,” if you will, a term that is used 
more in energy than it is in water, but there are opportunities to 
do that with water as well. 

One needs the flexibility to figure out what makes the most 
sense for that particular situation. 

Mrs. Napolitano. Yes, sir? 

Mr. Weihrauch. Yes, ma’am. I would just like to attempt to add 
some clarity to part of the WIFIA approach and about the P-3s, 
the partnerships. 

The utility is sponsoring the loan, and this limits what happens 
to that money. It is going to the direct benefit developed within 
that contract, it is not creating a mechanism where someone could 
take advantage of the availability of Federal money by virtue of 
their access. 

It would be established prior to the project being underway, and 
would be limited within a very defined scope and controlled 
through that mechanism. 
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Mrs. Napolitano. That could well be. Yes, sir? Go ahead. 

Mr. Howard. I was just going to comment that one of the many 
hats I wear in infrastructure is financing transportation projects. 
We have been involved in several projects that include the TIFIA 
program. 

To your point, the benefit of the TIFIA program and the flexi- 
bility and cost of funding for the TIFIA program passes through ul- 
timately to the public ratepayers in the form of a lower cost of fi- 
nancing, and in some cases, whether the project can be financed at 
all. 

A lot of the projects that TIFIA supports in the transportation 
sector would not get funded were it not for the availability of the 
program. 

Mrs. Napolitano. It also begs the question, and I beg your in- 
dulgence, Mr. Chair, the length of the loan also. Will that run with 
the new maintenance and operation, the age of the loan? 

Which one comes first? Then what happens after that? Should we 
protect aging infrastructure public subsidy with private equity fi- 
nancing firms? 

Mr. Howard. I would say the contracts that are typically set up, 
the long-term contracts that are set up for infrastructure 
projects 

Mrs. Napolitano. How long, normally? 

Mr. Howard. For new construction projects, typically 30 to 40 
years. There is what we call a hand back requirement, where the 
condition of the infrastructure has to meet certain minimum stand- 
ards before the asset is transferred back to the public sector at the 
end of the agreement. 

Mrs. Napolitano. Thank you, Mr. Chair. 

Mr. Gibbs. I want to thank everybody for coming. I think during 
this and the last hearing on this issue, it has brought some more 
insight to some of the things, that we can make some tweaks to 
the proposed legislation. 

Also, I want to mention as you all know, this is really a jobs bill 
to put people to work on building infrastructure that we have to 
have. 

I just want to comment on the Build America, it is unfortunate 
that only 5 or 6 percent of the total Recovery Act money went for 
infrastructure, a very small percentage. 

Mrs. Napolitano. Mr. Chair, would you yield for a second? 

Mr. Gibbs. Yes, go ahead. 

Mrs. Napolitano. You touched on an important point that I did 
not get to ask, and that is if any of the agencies here have begun 
to estimate the impact on wastewater infrastructure improvements 
and projects on local job creation, and I yield back to you. 

Mr. Gibbs. OK. Obviously, there is some job creation. This is a 
jobs bill, as I say. Of course, I am always in favor, that the private 
sector creates more jobs than the public sector, but these are issues 
on infrastructure, and I think there is a role in the public sector. 

Thank you again for being here. We look forward to working with 
you as we hopefully move this legislation forward. 

That concludes this hearing. Thank you. 

[Whereupon, at 12:02 p.m., the Subcommittee was adjourned.] 
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Mr. Chairman, thank you for hosting this hearing to explore the approaches for financing our 
community's water infrastructure projects around the country. 

I share the concerns of many of you here today. Clean drinking water and public waste water 
services are essential to maintaining public health, the protection of our environment, and 
supporting our economy. However, the existing water infrastructure is in desperate need of repair 
and upgrades to continue to provide clean and safe water to our citizens. 

Currently, the EPA is mandating a broad reconstruction of water and sewer systems in the St, 
Louis metropolitan area. While the long-term improvement of water infrastructure is a desirable 
goal, this mandate threatens to triple the size of water bills for St. Louisans. This dramatic 
increase in living costs could have serious implications tor struggling citizens of St. Louis and of 
other areas in which similar EPA mandates have been enacted. 

In the state of Missouri, nearly 2.4 million people depend on safe, clean sources of water with 
many more nationwide. Therefore as we move further into the 2C‘ eentury, it is imperative that 
our efforts must be focus towards revitalizing our water infrastructure while putting the least 
amount of financial burden on our constituents. This task requires developing a more complex 
and detailed understanding of the social, economic, and ecological reasons why communities 
lack these services, and constructing solutions that are not only acceptable and feasible, but also 
sustainable. I believe that the questions we address today arc vital to optimizing the living 
conditions of U.S. citizens, and I cannot overstate the value of your input and deliberation. 

I want to thank all of the witnesses for being here today and for their important work. I look 
forward to hearing their testimony. 
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March 21, 2012 

According to the Environmental Protection Agency (EPA), the Congressional Budget Office and 
the Water Infrastracture Network, there are more than $400 hillion worth of long-term 
infrastructm'c sustainability needs that must be addressed over the next two decades. As a recent 
report by the Johnson Foimdation found, this includes a looming freshwater crisis in the United 
States. Communities across the nation are straggling to respond to very real changes in 
precipitation, including drought, that has left local systems overwhelmed. 

There is no shortage of ideas for how to address this need. The question is how we will finance 
this essential infrastructure. The conventional methods of financing enormous capital 
improvements have historically been reliant on governments either seeking to borrow large sums 
of money, or (as was the case in an era gone by) financing these improvements with money on 
hand. For years, addressing these needs has been dependent on a municipality’s ability to secure 
financing. 

I propose that the construction of water infrastructure and other critical infrastructure needs of 
Araorioaiis no longer bo subject to the whims of capital markets, or of banks that have 
consistently shown a far greater interest in speculation than in providing low-cost financing for 
infrastructure improvement. H.R. 2290, the National Emergency Employment Defense (NEED) 
Act of 2011 would do Just that. Under my legislation, banks wo uld not be able to create money 
for speculation, or for asset price inflation. Instead, the first use of new money goes to creating 
new wealth: new assets in the form of infrastructure. 

The money spent on contractors under tile NEED Act would flow through the economy with 
increased orders to suppliers and increased demand tor high-skilled people in well-paying jobs, 
who in turn increase their orders for a wide range of new goods and services. This will greatly 
impiove the cash flow of tlie productive sector and make lending to that sector much more 
attractive. Under the NEED Act, the needs of the people will be paramount, not the interests of 
speculators. In this way, the NEED Act can shift the focus of bank lending towards productive 
investments in businesses which supply goods and services and away from asset “flipping” and 
speculation. 

By putting the Federal Reserve into tlie Depaitment of Treasury as the NEED Act prescribes, we 
would make our monetary policy truly accountable to Congre.ss and the American people, and in 
turn, can secure the financing necessary for water infrastructure. 
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Chairman Gibbs and Ranking Member Bishop, thank you for holding this series of 
hearings on the need for wastewater and water infrastructure funding to serve and sustain 
urban and nira! communities and improve water quality in America. We both appreciate your 
holding tltese hearings to shine a light on the deteriorating condition of our nation’s water 
infrastructure, the threat that poses to our water resources and communities, and the need for 
all stakeholders, federal and state and others, to work together to find solutions. 

Today is tlic 40"' anniversary of the 1972 Federal Water Pollution Control Act (Clean 
Water Act), which was originally developed by this Committee when Congress recognized the 
critical need for a federal role in supporting local w'astewater facilities and protecting our 
drinking water. Thanks to this Committee's foresight, federal funding of grants and revolving 
loan funds, our water quality has improved. But the need for improvement still remains. 

Construction needs for wastewater facilities, stormwater best management practices, 
and drinking water facilities continue to grow. In the last decade, the Water Infrastructure 
Network estimated construction needs for wastewater at S550 billion and $450 billion for 
drinking water, Wisconsin’s wastewater construction needs alone total $6.4 billion and 
drinking water needs total $6.2 billion, according to the state’s Department of Natural 
Resources. Because of this, we would appreciate you including the statement of die 
Milwaukee Metropolitan Sewerage District in the hearing record. 

The.se construction needs include projects to reduce the discharge of phosphorous and 
nitrogen to provide safe drinking water. Additional needs exist for control of sower overflows 
including those caused by infiltration and inflow, where stormwater enters cracked sewer pipes 
and exceeds the treatment capacity of the treatment plants, and for meeting tighter more 
stringent treatment requirements to cn.surc safe drinking W'ater for generations to conic. 

Another challenge is that America’s population continues to grow. This growth will 
require additional wastewater treatment investments and protection of drinking water. One of 
the ways to meet tlris growth in demand is to create a Clean Water Trust Fund supported by 
dedicated revenue sources which would provide federal investments to supplement state and 
local investments in water infrastructure. This is a long-used method for advancing public 
infrastructure in the United States, such as the highway trust fund for our highways or the 
aviation trust fund which supports our aviation system. Dedicated revenue for this purpose is 
particularly important For clean and safe water because of federal requirements to protect 
public health and regional and local water bodies. 
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Creating a trust fund with dedicated revenues is prudent in this period of fiscal stress in 
order to protect the current clean water State Revolving Fund (SRF) programs for clean water 
and drinking water. The SRF programs were established to provide low interest loans through 
states to local governments and public utilities. Additionally, these programs are authorized to 
provide guarantees and bond insurance for local government issued bonds. A dedicated clean 
water fund would work witli the SRFs to support projects, research and development, and state 
water management programs. 

The establishment of a national Clean Water Trust Fund (as in II. R. 3145) is an 
innovative but proven means of advancing clean water investment in America. We look 
forward to continuing our work with you on this issue. 

Thank you, Mr, Chairman. 
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Good morning, Chairman Gibbs, Ranking Member Bishop and members of the Subcommittee. My name 
is Ronald Behm and I am the Mayor of the City of Napoleon, Ohio. 

The City of Napoleon is located in Northwest Ohio, in Congressman Latta's District, along the Maumee 
River and is your typical small town, U.S.A. We are facing challenges, similar to others who live in the 
Midwest with high unemployment, lower salaries, decreasing property values and rising costs. Based on 
a comparison of the 2000 and 2010 census numbers, the City of Napoleon has lost nearly 600 residents 
(9,318/2000 and 8,749/2010) and the median household income in 2010 was $35,762, roughly $2000 
lower compared to the 2000 average. Based on the median household income for the State of Ohio of 
$47,318, it is clear to see that ours is not a wealthy community. 

Our City is also similar to others in Northwest Ohio in that we are under "Findings and Orders" for our 
SSO's (Sanitary Sewer Overflows) and CSO's (Combined Sewer Overflows). In 2004, the City came to an 
agreement with the ERA for a 20 year plan, which requires the City to remove all SSO's from our system 
and reduce the CSO's to one. Due to our economic situation, we were able to receive a 20 year 
agreement instead of a typical 10 year plan. The plan was estimated to cost our City $35 million to 
complete and contained 62 individual projects. 

As of 2012, the City of Napoleon is on schedule and we have completed 22 of the 62 projects which have 
helped us remove 22 of the 29 CSO's from the system. So far, we have spent more than $19.5 million. 
Our City Engineer estimates that the total cost of all 62 projects for the 20 year period will cost closer to 
$100 million. In addition to the $100 million, an engineering study shows we will need $15 million to 
upgrade our water treatment plant to meet current and near future ERA standards. Therefore, we 
anticipate spending a total of $115 million in the 20 year period and does not include any additional 
capital improvements that may become necessary over the next 14 years, 

The City of Napoleon is paying the debt service for the projects by raising the sewer and water rates. 
These Increases have been added every year, but one, since 2003 and have doubled the water and 
sewer bill for our residents and businesses. For example, a typical residential water bill in 2003 was 
$74.31 and in 2012 that number is now $137.31. The higher rates have had a larger affect on our 
businesses. For example, in 2003 a typical monthly industrial water and sewer bill was $1460.25. In 
2012 that number is now $2,942.45. 

As I had mentioned previously, the City of Napoleon has spent $19,572,245 to complete one third of the 
projects and we have had to issue debt for $19,427,845. So, after the City has doubled the water and 
sewer rates, we are still only able to service the debt and pay for normal water and sewer operations. 
Please also remember that our resident's median household Income over that ten year period has 
decreased by $2000. 

Over the next two years, our City Council has authorized two additional rate increases, totaling 20 
percent as suggested by an independent consultant. In three years, when it is time to upgrade the 
water plant, it has been recommended that the City must raise the water rates by an additional 50-60%. 
Remember that we have only completed one third of the projects and we expect to quadruple our debt 
by the time ail projects are completed. At the same time our residents have also reluctantly voted to 
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increase our income tax by 0.3% to help offset the operational costs of the City and preserve fire and 
police services. 

The concern with increasing taxes and raising rates is that at some point you reach a breaking point. A 
point where the residents can't afford to pay the rates, but instead are forced to leave our City. 
Especially when you take into consideration that 30-40 percent of our residents rent, which makes them 
fairly portable, as they can pick up and move at any time. 

Businesses could also decide that their only option is to move and I don't know of many communities in 
our region that wouldn't openly welcome a business into their town and offer them nice incentives to 
entice them to relocate. If the City of Napoleon begins to lose residents and businesses we will find 
ourselves in deeper trouble, because our rates and the ability to pay off our debt is calculated based on 
an estimate of usage. 

The bottom line is that we simply can't continue to proceed down this road, a road we have chosen to 
go down rather than pay fines imposed by the EPA. The City of Napoleon has never argued with what 
the EPA is attempting to achieve; we have, however, argued about how we get there and how it will be 
paid for. 

The Water Infrastructure Finance and Innovation Act (WIFIA), as I understand it, attempts to help 
communities receive funding. However, the City of Napoleon hasn't had a problem with receiving funds 
and issuing debt. Our problem is with raising money to pay the debt and the amount of time in which 
we have to pay. I am familiar with another bill, H.R. 1189, the Clean Water Affordability Act of 2011, 
sponsored by Congressman Latta, which helps address the problems that the City of Napoleon and so 
many communities of similar size are facing. 

HR 1189 would help assist municipalities in funding projects forwastewater treatment and extend 
repayment periods to 30 years or the design life of the project. This would have been helpful with our 
equalization basin, which cost the city $8.85 million to build and has an estimated life of 30-40 years, but 
we could only receive funding for 20 years, H.R. 1189 also requires states to put aside 15 percent of 
funds for assistance to municipalities of fewer than 10,000 residents that meet specified affordability 
criteria. It also requires states to establish affordability criteria to help identify those in greatest need. 

The City of Napoleon needs assistance if we are expected to continue to meet the mandates we have 
been saddled with. This is an issue that is shared by all residents, regardless of their political positions 
and beliefs. That is why I am hoping that Congress will come to an agreement which will help cities in 
similar situations to that of the City of Napoleon. 

I appreciate the opportunity to provide the subcommittee with a local government perspective on this 
important issue and thank you for your time today. 
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My name is Karen Massey and I am the Director of the Missouri Environmental Improvement 
and Energy Resources Authority. I am here today in my capacity as President of the Council of 
Infrastructure Financing Authorities, representing the State programs that manage the State 
Revolving Funds. We welcome the opportunity to share our views with the Subcommittee on 
financing community water infrastructure projects. 

We believe sustained Federal funding is essential to realizing our nation’s water quality goals. 
States should be in the forefront in pursuing different options and innovations that will make the 
best possible use of that funding. We recognize that the current level of funding provided 
through the SRFs, as well as programs within USDA and HUD, will not be sufficient to meet the 
escalating needs for water infrastructure. Tlius, we welcome new approaches and tools that may 
generate additional resources. However, we are convinced the SRF partnership between the 
federal and state governments should continue as the primary means for assistance to 
communities in addressing water quality issues. 

In the past two decades, few federally authorized programs have proven as effective in realizing 
their intended goals as the SRF programs. They have provided a .sustainable source of funding to 
protect and restore our nation’s rivers and streams. It is importaitt to note that the assistance 
made available to communities is significantly greater than the initial federal investment as a 
result of state match, loan repayments, issuance of bonds and interest earnings. The Clean Water 
Stale Revolving Fund has committed over $90 billion to projects for wastewater infi-astnicture. 

States, as the recipients of SRF capitalization grants, recognize that they incur a number of 
responsibilities. We must manage those funds in a fiscally responsible manner and be 
accountable. We must give priority in our funding decisions to the water quality benefits that will 
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result and the urgency of environmental problems needing resolution. We give particular 
attention to the challenges faced by small, rural and disadvantaged communities. Our goal is to 
use all the possible tools and strategies to assure needed financing. 

As the Subcommittee weighs the future of the SRF program, as well as new initiatives to spur 
water infrastructure development, we hope you will bear in mind the record of accomplishment 
by State SRF programs over the past twenty-five years. 

From the States perspective we have tw'o primary issues of concent: funding and program 
flexibility. 

The ability of States to meet present and future needs for water infrastmcture is predicated on 
continued funding for the SRF programs at a sufficient level to ensure the full realization of the 
revolving nature of the funds and the maximum utilization of leveraging by States which have 
chosen that option. We understand the need for budget restraint but would hope that not too 
great a share of that restraint is at the expense of the SRF programs. 

Our second concent centers on efforts to impose new requirements and obligations that are not at 
the core of SRF program goals. It is well to remember that it is a loan program not a grant 
program. If an SRF loan becomes too administratively burdensome and weighed down with too 
many extraneous requirements, it will cease to be an attractive option for many communities, 
with the result that clean water goals will .suffer. After years of successful program operation we 
think it is clear the more latitude and operating flexibility the States have, the greater our 
capacity to accompli.sh the environmental and financial goals of the program. Certainly States 
need to be fully accountable for their use of federal dollars but excessive oversight or 
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administrative control by EPA stifles innovation and the ability of States to best respond to local 
needs. 

A good example of administrative burden recently imposed on tlie States are the processes and 
paperw'ork that have accompanied the application on Davis-Bacon provisions to SRF funded 
projects, paiticularly in those States already having a prevailing wage rate in place. It has been a 
duplicative, time-consuming and unproductive undertaking. 

The success of this program derives from the flexibility of the SRF model, allowing each State to 
decide the best approach to meet its individual water quality needs. Efforts to mandate that a 
certain percentage of funding be set aside for particular types of projects such as green 
infrastructure or that require States to dedicate a set percentage for additional subsidization fail to 
recognize that States are in the best position to decide their priority water quality needs. 

With respect to the question of what new tools or imiovations may help communities achieve 
their clean water goals, the issue is how to achieve a significantly increased level of affordable 
financing for water infrastructure. As the recent ARRA experience illustrates, when communities 
can access free or very affordable money, water infrastructure gets built. The key factor is the 
cost of that money. If new approaches, such as the Water Infrastructure Finance and Iimovation 
Act (WIFIA), can provide additional funding at attractive rates this will be a plus, particularly in 
temis of financing projects that might not be built in the immediate future due to funding 
constraints. 

Currently, State SRF programs are able to provide communities with a loan at an interest rate 
significantly below prevailing municipal market rates. In addition, a number of States offer 
interest free loans to economically disadvantaged communities. Beyond loans there are a vairety 
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of other assistance options available including purchasing or refinancing local debt and providing 
guarantees or purchasing insurance for local debt. 

Can WTFIA offer comparable benefits to communities? 

WIFIA seeks to facilitate Federal credit assistance in the form of direct loans and loan guarantees 
for larger scale water and wastewater projects in order to generate additional sources of capital. 
Our sense is that its impacts are likely to be relatively modest. The assistance made available 
through WIFIA would not approach tlie very low interest rate offered through a subsidized SRF 
loan. In many instances, borrowing at a Treasury rate — the key benefit of WFIA - will not 
provide any advantage over borrowing in the municipal market. A SRF loan is going to be a 
better deal from an interest rate standpoint. And tax exempt financing will remain attractive both 
from the standpoint of competitive rates and the likelihood that a Federal loan guarantee will 
include Federal requirements and conditions; this would not be the case with a municipal bond 
issue. 

This by no means suggests there are not circumstances in which the WIFIA approach would be 
useful. It offers an alternative for projects that are beyond the scope of available SRF funding 
and for which the Federal guarantee represents the optimal credit option. Viewed as a 
supplementary program, to address specific situations and the unique funding challenges of large 
scale projects, WIFIA should prove a valuable addition to tlio financing tool box. The needs of 
most communities, however, will continue to be best met by the State Revolving Fund programs. 

It is our hope that as the Subcommittee explores various legislative options to increase sources of 
financing for community water infrastracture, there will be a focus on several issues of 
significance to the future strength and development of the SRF programs. 
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There a number of important administrative and operational issues for the Clean Water State 
Revolving Fund program that require a legislative fix. Tliese include expanding eligibilities, 
allowing additional subsidization to disadvantaged communities, fund transferability and 
clarifying States’ use of bonds to meet match requirements. It would be very helpful to get these 
noncontroversial items resolved in the near future and not subject to the uncertain prospects for a 
multi-year SRF reauthorization bill. 

We encourage the Subcommittee to carefully weigh the potential that proposals seeking to 
incorporate new goals witlrin the SRF programs may undennine the core mission of maximizing 
sustainable financial assistance to communities to develop water infrastructure. SRFs are being 
targeted to advance policy goals ranging Irom green infrastructure and smart growth, to better 
asset management, full-cost pricing and Buy American requirements. States are beginning to 
experience resistance from municipalities, particularly smaller communities, which now view a 
SRF loan as too complex and burdensome. A host of new requirements, however well- 
intentioned, will impede the effort to get the communities with the most significant water quality 
issues moving forward to address those challenges. 

The proposals attaching new conditions to SRF assistance appear to reflect a policy shift toward 
imposing federal requirements governing all ftiture assistance provided by the 51 CWSRF 
programs. This is a dramatic departure from the last 25 years of operation and signals a 
“federalization” of the program. 

Since their beginning, the State CWSRF programs have managed the progi'ammatic and financial 
operations of their respective programs. Title VI of the Clean Water Act allows the CWSRFs to 
manage tlieir programs as state programs, making the basic decisions on what gets funded, when, 
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and under what conditions. States have made the decision whether or not to leverage. States have 
ranked eligible projects and determined the priority for providing financing. 

The coqius of the CWSRF since the beginning of the program has been treated as state funds. 
Essentially, once the capitalization funds were first used then all repayments, interest earnings, 
fee revenues and bond proceeds have been treated as state, not federal, funds. Now at issue is 
whether federal controls are to be placed on the use of the corpus which has accumulated over 
the last 25 years. The implications are significant. Will federal control over the coqrus extend to 
assistance agreements, investments and bond issues of the CWSRFs? What are the ramifications 
for state bond issues if there is a risk of future federal requirements affecting the use of bond 
proceeds? How will this potentially impact the cost of borrowing? All important questions raised 
by the prospect of expanded federal control over what have been state run programs, subject to 
federal oversight, but with the management and decision-making in the hands of the states. 

The tremendous success of the CWSRFs, as state run programs able to meet their particular 
water quality needs, argues for a careful assessment of where this trend toward a federalization 
of the program will ultimately lead. The result may be a SRF program that is a less productive 
and less attractive source of financing in a time of escalating water infrastructure needs. 

Thank you for the opportunity to provide the views of State SRF managers. Wc .shall look 
forward to working with the Subcommittee as it continues its work to support water 


inffastiucture development. 
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Good morning. Chairman Gibbs and members of the Subcommittee. My name is David 
Weihrauch, and I am treatment plant manager for the drinking water utility serving the town of 
Oxford, Ohio. I very much appreciate this opportunity to offer input on a draft bill the 
subcommittee is considering, the Water Infrastructure Finance and Innovation Act, commonly 
called WIFIA. I am here representing the American Water Works Association, which has done 
ground breaking work to define the water infrastructure needs facing cities like Oxford and in 
helping to describe innovative financing tools like WIFIA. 

Because this hearing adds to the record that was opened at the Subcommittee’s first hearing on 
this subject on February 28, this statement concentrates on a number of questions that were 
raised in that discussion. First, however, I want to reiterate that the American Water Works 
Association strongly supports the approach to WIFIA reflected in the bill the subcommittee is 
considering. We are very excited about such an innovative new financing tool, and we urge the 
Subcommittee to see this bill introduced and moved through the legislative process as soon as 
possible on a bipartisan basis, without changes that would dilute its value to the nation’s water 
and wastewater systems. 

At the first hearing the Subcommittee learned about AWWA’s new report titled, “Buried No 
Longer: Confronting America’s Water Infrastructure Challenge.” That report, which was 
released on February 27, marries the most comprehensive data ever assembled regarding the 
nation’s buried drinking water pipe network to data from the US Census Bureau, to estimate the 
needs our nation faces to replace pipes as they come to the end of their useful lives and to 
accommodate population growth. It shows that those needs total at least $1 trillion dollars over 
the coming 25 years. I want to emphasize that this is $1 trillion for buried drinking water assets 
only . Above-ground drinking water facilities such as storage tanks, reservoirs, and treatment 
plants will add to the total. And waste water and storm water related investment needs are 
expected to be Just as large over the same period. I do not believe that any serious person 
disputes the fact that the nation faces immense water-related investment needs or that public 
health, the environment, the economy, fire protection, and our quality of life all depend on the 
infrastructure we are talking about. 
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Nor should anyone believe that simply putting off this investment offers a solution. In fact, as 
the recent AWWA analysis shows, any temptation to delay needed investment presents a stark 
choice: make the investments on time, or accept deteriorating levels of water service, including 
more main breaks and the emergency repairs they require. Make the investments on time, or 
face even steeper investments when the time inevitably comes at which a complete 
replacement of pipes simply cannot be delayed. The old adage that “a stitch in time saves nine” 
is nowhere truer than in the case of water infrastructure investment. 

I would be remiss if I didn’t take this opportunity to address a number of key questions raised at 
the first hearing. For example, a question was raised concerning whether WIFIA should be 
directed to or through the State Revolving Funds. The American Water Works Association 
believes that tying WIFIA to the SRFs in this manner would be a very bad idea, for a number of 
reasons. 

First, it is important to keep in mind that WIFIA is designed to supplement the SRF by 
addressing needs that are not well addressed, if at all, by the SRFs. State Revolving Funds 
generally do not or cannot offer large amounts of assistance to any individual project. In the 
drinking water program, the record shows relatively few loans in excess of $20 million, not 
counting funds made available under the American Recovery and Reinvestment Act, when 
unusually large amounts of money had to be spent quickly. The SRFs are exceptionally 
valuable tools for smaller and medium water projects that could struggle to repay loans at 
T reasury rates or which need other kinds of assistance or subsidy. But tying WIFIA to SRF 
defeats the very purpose for which WIFIA was designed. WIFIA can’t do what the SRF does 
and vice versa. And in contrast to the SRF, WIFIA loans must be repaid to the Treasury. WIFIA 
and the SRF are different tools which need to be deployed in different ways. 

Moreover, tying WIFIA to the states would reduce the amount of low interest loans that could be 
delivered to water projects. We already see, in the case of the drinking water SRF, that states 
take an average of 15-20 percent of appropriated funds “off the top” to help defray the cost of 
their drinking water primacy, training, and similar programs. Those programs are important and 
deserve support, but that support should be provided directly, not by bleeding WIFIA funds 
away from water project finance. 

Allowing states to run the WIFIA program and take out the cost of program administration would 
also increase the program’s cost to federal taxpayers. Not involving states in the administration 
of WIFIA minimizes its administrative complexity and cost. WIFIA loans would be repaid at 
T reasury interest and the record shows there is essentially no risk of default for these kinds of 
projects, so the program’s leverage is high. In contrast, every dollar taken out of the program by 
states to help administer WIFIA at the state level would be a dollar that is not repaid to the 
Treasury, and would reduce leverage. What is now designed as an innovative, lean, cost 
effective, and highly leveraged program would become much less so. 

In addition, running WIFIA through the states would significantly dilute the funds available, since 
each state would have to be guaranteed a certain percentage of the available funds. That 
approach is inefficient, and ensures that projects of lesser significance in some states will 
receive loans, while projects of truly great “national and regional significance” in other states will 
not. We urge you to ensure that WIFIA is administered at the federal level for the benefit of 
projects having national or regional significance, even if that means not every state will receive 
loans for an approved project each year. 
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Another important point is that many states are limited or prohibited in their ability to assist the 
largest utilities. Many states have either legislation or policy that limits or forbids assistance to 
their largest water systems. That may be understandable, given the limited capitalization of the 
SRFs, particularly the drinking water SRF. WIFIA would specifically address those larger 
projects that are too big for most SRFs to handle, but are just as important as smaller projects. 

Moreover, about half of the states do not or cannot offer SRF assistance to investor owned 
utilities. WIFIA’s purpose is to lower the cost of project finance to benefit customers, regardless 
of the type of utility serving them, and we support the inclusion of private systems in the 
program. State public service commissions, which regulate the rates of investor-owned utilities, 
take active steps to ensure that the benefits of lower cost financing inure to the customers of 
private water systems, not their owners. We do not support excluding private systems from the 
WIFIA program, as many states would have to if they operated WIFIA, 

Fortunately, the draft bill does allow for states and smaller water systems to directly benefit from 
the WIFIA program. States may aggregate a number of smaller projects into a WIRA 
application. This has at least three noteworthy advantages: First, it essentially allows states to 
leverage their SRF capital base. Second, it allows smaller projects to benefit from low Treasury 
rates in the same way that larger projects do. And third, it allows states to move larger projects 
and "pools” of smaller projects out of the SRF applicant pool and into the WIFIA pool, thereby 
reducing competition for SRF funds. This would allow states to concentrate their available 
resources on their own highest SRF priorities. 

A related question at the last hearing concerned whether WIFIA would have the effect of taking 
money away from the established State Revolving Fund (SRF) programs. WIFIA neither needs 
to be nor should be funded at the expense of the SRFs, WIFIA was explicitly designed to 
operate as a complement to the SRF programs, which are highly effective and should be fully 
funded. The SRF program - at least the drinking water SRF - is aimed primarily at smaller 
water systems that need help with investments in order to comply with safe drinking water 
standards. Those needs are critical and funding for the SRFs should not be reduced. WIFIA is 
designed to address an entirely different problem, namely the need for lower-cost financing for 
large projects, so that they can proceed more quickly with lower impact on the customer’s bill. 

There was also a question at the first hearing about the role of private capital in the WIFIA 
program. AWWA does not support allowing private investors to directly access WIFIA loans. 

But a private firm that enters into a concession agreement with a utility involving project finance 
should be able to access WIFIA with (and only with) the sponsorship of that utility. For 
example, if my utility entered into a Public-Private-Partnership which involved a concession to 
finance and build a new treatment plant for the City of Oxford, the firm that undertook that 
concession should be able to apply for WIFIA funds under my sponsorship. This kind of project 
is increasingly attractive to utilities, and is sometimes called a “DBFO” project, for Design, Build, 
Finance, and Operate. Generally such projects are undertaken as concessions from the utility 
for a fixed period, say 30 years, after which the assets covered by the agreement transfer to 
utility ownership. Under the right circumstances, such projects can offer significant advantages 
to the utility and its customers. In such cases, we believe it makes sense to allow the private 
firm to apply for WIFIA financing under the utility’s sponsorship, making the benefits of low cost 
finance available to the utility’s customers, even though the financing goes to the 
concessionaire. 
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In summary. Mr. Chairman and members of the Committee, the American Water Works 
Association strongly supports the draft bill as written. 

As we said at the first hearing, AWWA firmly believes the cornerstone of water infrastructure 
finance is, and should remain, local rates and charges. That said, there are periods when large 
capital projects must be undertaken. About 70 percent of American communities use municipal 
bonds and other forms of debt to finance such projects. Being able to lower the interest rate by 
even a small amount in a multi-million-dollar, 30-year loan adds up to significant savings in the 
cost of an infrastructure project. It allows communities to do more with less, and to rebuild 
American infrastructure at lower cost to our customers. 

It is worth noting that these investments also create jobs. In fact the US Department of 
Commerce Bureau of Economic Analysis (BEA) estimates that for every dollar spent on water 
infrastructure, about $2.62 is generated in the private economy and 3.68 jobs are added to the 
national economy. Moreover, these national benefits come on top of improved public health, a 
cleaner environment, stronger fire protection, and a better quality of life in the community. 

WIFIA will allow our nation to build more water infrastructure at less cost, will facilitate 
investments that are important to the nation’s long-term future, and will help our economy both 
now and in the long run. To top all of that, we will get a cleaner environment, better public 
health and safety, and a stronger quality of life for ourselves and our posterity. 

Thank you again for addressing this important issue. AWWA stands ready to help you in any 
way it can in securing the earliest possible passage of this iegislation. 
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Good afternoon Chairman Gibbs, Ranking Member Bishop, and members of the subcommittee. 

[ thank you for the opportunity to testify today. My name is Steve Howard, and I am a Director 
at Barclays Bank PLC, based in New York. I have more than 25 years of experience financing a 
broad range of infrastructure projects for public and private clients across the country. My 
project finance experience spans all sectors, including water, wastewater, solid waste, 
environmental, transportation and social infrastructure. . 

Today we have been invited by the Chairman of the Subcommittee on Water Resources and 
Enviromnent to testify on Innovative Financing Approaches for Community Water Infrastnicture 
Projects. Our testimony today will focus on a combination of public and private funding 
investment solutions that coupled together will foster local communities to provide ongoing 
financing for water infrastructure projects. 

There is a broad spectmm of project financing options for new infrastructure projects. Tax- 
exempt bonds, taxable bonds, private equity and/or some combination of these financing sources 
can be used to minimize the project financing and development costs over the term of the 
financing for the ptxiject. Tax-exempt bonds can be either governmental purpose bonds, which 
limit private participation, or private activity bonds, which allow for private participation. Thus, 
private activity bonds are typically used on projects financed as public-private partnerships. 

For infrastructure projects that are publicly owned and financed with tax-exempt governmental 
purpose bonds, there is no cap on the amount of bonds that can be issued for any specific sector. 
Conversely, for infrastructure projects that are publicly owned and financed with tax-exempt 
private activity bonds, some sectors are subject to caps on the amount of bonds that can be 
issued, specifically public facilities, water/wastewater, surface tran-sportation, housing, education 
and healthcare. The only publicly owned projects financed with tax-exempt private activity 
bonds that are not subject to bond issuance caps are in the solid waste, airport and port sectors. 
Infrastructure projects that are privately owned and financed with tax-exempt private activity 
bonds are subject to bond issuance caps only if the projects are in the water/wastewater, solid 
waste and housing sectors. 

Based on experience in the solid waste sector, the elimination of the private activity bond 
issuance cap for water/wastewater projects could increase and expedite the construction of new 
water/wastewater infrastructure. In the 1980s, the municipal solid waste sector experienced 
declining landfill capacity and rapidly increasing disposal costs. The US government’s response 
was to eliminate the tax-exempt private activity bond issuance cap on municipal solid waste 
projects. The Tax Refonu Act of 1986 eliminated the bond issuance cap and made private 
activity bonds an available funding source for solid waste projects. Between 1986 and 2010, 
approximately $46.7 billion of bonds were issued in the solid waste industry, of which 56% in 
face amount were tax-exempt governmental purpose bonds, 40% in face amount were tax- 
exempt private activity bonds and 4% in face amount were taxable bonds. 

The elimination of the tax-exempt private activity bond issuance cap for solid waste 
infrastmeture projects serv'es as an example of what we believe could happen should the cap be 
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removed on the water/wastewater sector. With the elimination of the bond issuance cap for 
water/wastewater projects, it is reasonable to expect that $1 to $2 billion of private activity bonds 

would be initially issued annually and could double or triple annually over time as the public- 
private partnership water/wastewater industry matures. The acmal issuance of tax-exempt 
private activity bonds for water/wastewater projects would be based on the number of projects 
that are ready to be financed, particularly where the public sector wants the private sector to 
assume a greater role in assuming development, technology and performance risk. Since 1986, 
private activity bond financing has equalled only 1% of total water/wastewater issuance. An 
elimination of the bond issuance cap would increase this percentage and ultimately diversify the 
tools used to finance water/wastewater projects. 

Removing the cap on issuance of tax-exempt private activity bonds used to finance 
water/wastewater infrastructure would allow more projects to be structured as public-private 
partnerships. Public-private partnerships not only optimize the development, construction and 
long-term operation of the project, but also apportion sharing of risks between the public and 
private partners. Long-term private partner risk assumption and equity investment for 
water/wastewater projects would increase with the use of private activity bonds and benefit all 
public and private participants developing projects to meet water quality infrastructure needs. 

Barclays appreciates the opportunity to testify today. We look forward to continue to work 
with the subcommittee. Thank you. 
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Chairman Gibbs, Ranking Member Bishop and Members of the Subcommittee - good morning, 
and thank you for the opportunity to be with you this morning. I am Dave Dombirer, Sector 
Vice President, Energy and Water Services Division of CoBank and manage a $1,1 Billion 
portfolio of water, wastewater and solid waste loans. CoBank is a national cooperative bank 
serving vital industries across mral America. The bank provides loans, leases, export financing 
and other financial services to agribusinesses and rural power, water and communications 
providers in all 50 states. The bank also provides wholesale loans and other financial services to 
affiliated Fann Credit associations serving more than 70,000 farmers, ranchers and other rural 
borrowers in 23 states around the country. 

CoBank is a member of the Farm Credit System, a nationwide network of banks and retail 
lending associations chartered to support the borrowing needs of U.S. agriculture and the nation’s 
rural economy. Headquartered outside Denver, Colorado, CoBank serves customers from 
regional banking centers across the U.S. and also maintains an international representative office 
in Singapore. Many rural Americans depend on CoBank's water customers every time they mm 
on the tap. Not only are many of our customers in the business of providing clean, safe drinking 
water to ratal areas, but others also process wastewater and deliver other services. 

It is an honor to have been asked to testily this morning to provide an overview of Project 
Finance in the water sector. CoBank is the largest U.S. bank lender to the water industry and has 
over 23 years experience in providing a variety of different financing stractures for water and 
wastewater utilities, including use of federal guarantees from the United States Department of 
Agriculture. CoBank provides a wide variety of financing ranging from long-term fixed rate 
loans, working capital revolving loans, project financing for both construction and teim loans, 
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leasing and interest rate hedging products. We have a history of lending along side of State and 
Federal agencies, which has provided us an informed viewpoint of the pros and cons of various 
government financing programs. 

As others have already mentioned, the need to upgrade our nation’s water infrastructure is 
critical. The ability to leverage all resources - public and private - to provide the financing 
necessaiy for our nation’s water systems is an admirable goal. There are different approaches to 
financing water infrastnicture and various conduits through which to do so. Wliile CoBank has 
extensive experience throughout the water sector, I will focus today’s testimony on a proven 
public-private partnership structure whereby private capital is invested to meet the needs of a 
municipal system, either water or w’astewater, and spreading the risks of such an undertaking 
among the different interest groups. 

In a recent press release, the American Council of Engineering Companies California remarked 
that the state’s policy makers need new ideas for solutions on how to improve California’s 
infrastnicture and better leverage the state’s extremely limited capital. It went on to say “Public- 
private partnerships are (a) particularly useful tool for delivering new water supply projects.” 
This same concept can be expanded to include other water and wastewater infrastructure. 

“Project Finance TOI” 

1 was asked to provide a “Project Finance 101” presentation for the committee. (Refer to the 
Attachment to this testimony for amplifying information.) To begin with, “project-finance” is not 
the same thing as “financing projects.” When I talk about project finance, 1 am refeixing to the 
long-term financing of discrete assets of water and wastewater infrastructure owned by a single 
purpose company. It can be used to finance a treatment plant, water storage facility or pipeline, 
tliough it can be expanded to include an entire water system. The financing of that entity is 
dependent upon its projected cash flows. Though there are innumerable variations, each has the 
same basic characteristics. And, the overriding factors are the identification of the risks of the 
project and the proper allocation of those risks among the project parties. You want each party 
assuming risks that it is best suited to manage. 

I’ll start by providing an example of a project-finance deal, and then explain the various 
financing considerations of a typical deal and refer to my example for context. Project finance 
has been utilized for decades in this country to develop infrastructure in the power, oil and gas, 
solid waste and transportation sectors. This structure is widely used for water and wastewater 
projects around the world, but it has not gain much acceptance in the United States to meet our 
mounting needs. 

The City of Santa Paula (the City) sits in a citrus-growing valley 65 miles north of Los Angeles. 
In 2007, the City’s almost 70 year-old wastewater treatment facility faced severe compliance 
fines and needed to be replaced quickly. However, the City was uncertain as to a dependable 
source of funding, cost and schedule to achieve its compliance mandate. Realizing traditional 
delivery methods of financing would not provide adequate certainty; they chose to utilize a 
public-private partnership. 
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In 2008, the city contracted with one entity, Santa Paula Water (the project company), which was 
an alliance of PERC Water Corporation and Alinda Capital Partners, to design, build, operate 
and finance the new facility. The speed of Alinda Capital’s investment enabled construction to 
begin immediately and PERC’s expert management delivered the plant on budget seven months 
ahead of the compliance schedule. The City did not begin paying its service fee to Santa Paula 
Water until the plant was in full operation and in compliance with its waste discharge permit. It 
is likely this would not have been possible under a traditional method of project procurement. 

The City Council understood that this structure would provide long-term rate and regulatory 
certainty for the citizens of Santa Paula. For the next 30 years, the City would have certainty of 
compliance, certainty of capacity and certainty of cost. 

If the City had taken a more traditional finance route of grant funding, government loan 
programs and/or the municipal bond market, they would have had difficulty in trying to raise 
money when funds were needed to complete construction within the regulatory timeframe. The 
facility was 100 percent privately funded and the City did not pay anything toward the facility 
until after it was in full operation. The City now pays a monthly service fee that covers 30 years 
of capital replacements, debt service, operations and maintenance and the option to expand 
capacity of the plant. The City maintains responsibility for the wastewater collection, customer 
contact and billing, certain pennits and user rates. In 30 years, tlie facility will be returned to the 
City at no cost in good working condition. In addition, the City has the right to purchase the plant 
from the Santa Paula Water at a predetermined price. This approach freed up valuable municipal 
financing capacity for the City to pursue important planned improvements, in addition to 
minimizing the construction and operating risks associated with the project. 

This project was the first of its kind of financing. CoBank and DZ Bank airanged the debt 
financing package for the project in the height of the credit crunch during the recession. 

The facility is considered one of the more energy-efficient and most cost-effective of its kind in 
the world. Energy costs are now 38% lower than what was originally bid. The $20,000 a month 
savings is split evenly between tlie City and Santa Paula Water. The plant is a water recycling 
facility because the effluent produced by it is treated to such a degree that it can not only 
recharge the local aquifer but it is safe enough to irrigate community parks and golf courses. 

The project not only exceeds its requirements but produces a commodity that is expected to have 
financial value in the future. 

This type of project takes a long-tenn approach. Often times there can be a disconnect between 
engineering a plant design, construction of the plant and operation of the plant. But PERC 
Water’s innovative approach incorporated all three elements from the start, enabling it to 
accurately determine tire constraction budget and the certainty of the cost to operate the plant for 
the life of the contract. They understood that their job is not done for 30 years. This holistic 
approach provides flexibility and incentives to invest in inffastmcture over time. 

The Santa Paula project finance deal was successful due to a variety of factors. The City faced 
time constraints, compliance deficiency, technical complexity, financial uncertainty, debt 
limitations, and importantly ~ political will. Part of the political will was to realize that consumer 
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rates needed to be raised. Raising rates is never an easy task, but the rates had not been raised for 
over 20 years and the aging infrastructure had suffered neglect as a result. The average increase 
per household is about $20 per month to support needed upgrades to the wastewater system. 

It is important to note that government financing - state revolving funds, federal direct loans or 
grants most often have lower stated interest rates, but much of the risk falls to local, state and/or 
federal taxpayers. Loan guarantee programs do a better job of risk sharing as the lenders 
utilizing the guarantee are liable for a portion of the losses should tliey occur. Under a project 
finance structure, risks that were once only held by the user or the taxpayer are mitigated by 
other parties. The flexibility that project finance provided for the City of Santa Paula allowed it 
to accomplish its goals in record time and with appropriate safeguards in place because Alinda 
Capital and PERC Water assumed risks they could control and, in turn, were able to determine 
the appropriate underwriting of the project. 

Onto Project Finance 101: A single purpose entity is formed to develop, build and own the 
project. At the beginning stages of the deal, the parties - the municipality, the private equity 
sponsor, and the management team decide how the project will be structured. This entity can be 
wholly owned by tlie private equity sponsor of the project or it could foim a partnership with the 
municipality and jointly own the project. By forming a standalone special purpose entity, all the 
contract parties can look only to that project company for the enforcement of contracts. This 
limits the liability of tire project sponsor as well as the municipality if it is a joint owner. From 
the point of fonnation of the project company all the work begins with negotiating and executing 
the contracts that give the project life. 

Lenders to the project company are relying solely on the contracts executed by the project 
company and tlie cash flows generated by it. Legal due diligence is key to understanding the 
rights and obligations of each contract party and the enforceability of each contract. The lenders 
are basically loaning against the contracts because those contracts govern the construction 
budget, the expected revenues, the operation and maintenance of the plant and the financing. 

The lenders will size their loan amount based on the expected cash flows generated by the 
project company, not tlie balance sheet of the project company. 

Tlie heart of a water project finance deal is the DBOF agreement, which stands for Design, 

Build, Operate and Finance, between the project company and the municipality. In the case of 
Santa Paula, this is a 30-year contract. The DBOF lays out who is responsible for what — tlie 
specifications of the plant, the delivery schedule, damages for failure to uphold contract 
provisions, the revenue from the rate payers to the project company, permits, dispute process, 
design changes, future expansion, and transfer of ownership. Because the project company is 
exclusively dependent on user fees, the municipality will be required to segregate those 
payments from other departments. In addition to rate setting, the municipality may also agree to 
be responsible for those operating costs of the plant that it can control. The City of Santa Paula 
agreed to a pass-through of electricity and sludge disposal costs, however, the DBOF spelled out 
maximum power usage limits, which mitigate the City’s liability. As water and wastewater 
facilities are strictly regulated by environmental agencies, it is vital that the proper party, the 
municipality or the project company, be responsible for meeting permit requirements over which 
it has the greatest control. 
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If the DBOF is the heart of a project, rate-setting is the lifeblood. Considerations include rate- 
setting authority, the essential service nature of the project, the rate-setting and rate dispute 
process, public utility commission involvement, potential for rate shock, inflation adjustments, 
mix of ratepayers (residential, commercial, industrial, municipal), creditworthiness of the 
sponsoring municipal agency , and community demographics. The source of project revenue 
should be transparent and easily modeled in order to obtain the most attractive financing terms 
benefiting the project and subsequently the ratepayers. Simplicity is also important. The 30-year 
rate schedule for Santa Paula is on one sheet of paper. 

Aside from the financing documents, which I will touch on later, the next most critical contract is 
the construction contract. This can have various names, such as EPC, which stands for 
engineering, procurement and construction. While these contracts can take on many different 
forms and include more than one contract party, it is simpler to highlight the best case scenario 
where a firm provides a fixed-priced, turnkey contract. Here, it is the EPC contractor’s sole 
responsibility to design and deliver the plant per the specifications (mutually determined by the 
project company and the municipality) on a contractual schedule and for a fixed price. Key 
considerations for an EPC confiact and the contractor include experience in this field, realistic 
budget and construction schedule assumptions, quality of subcontractors, financial wherewithal 
to meet its obligations, contingencies, liquidated damages, dispute process, technology risk, 
permitting, and equipment delivery and warranties. 

Next is the operations and maintenance, or O&M, agreement. This should be a fairly 
straightforward contract. The project company wants to ensure the operator has sufficient 
experience running diis type of plant and the process being used. It is important the operator has 
the financial wherewithal to stand behind its contractual obligations. Often times there will be 
incentives for the operator to manage the costs of operating the project within a lower and upper 
bound. Having confidence in the O&M costs adds to the stability of cash flows, which improves 
the credit quality of the project. Water and wastewater plants typically use proven technology 
and processes, and, therefore, operational risks are normally considered low. However, the risks 
should be mitigated with O&M reserve funds (in case it is more expensive to lun than originally 
projected), major maintenance reserves for schedule overhauls and equipment replacements 
along with warranties that match expected performance. 

At Santa Paula, the EPC and the O&M contracts were melded into a DBO agreement between 
PERC Water and the project company. PERC took responsibility for the design, building and 
operation of the entire project. I believe this to be an ideal model because PERC knew it had to 
operate the plant it designed and therefore was in the best position to model the whole lifecycle 
cost of the plant, including major maintenance and future expansion. Under more common 
procurement and delivery methods where a “project is financed” rather than “project financed” it 
isn’t always clear if the entire lifecycle costs are properly modeled leading to potentially more 
risk for a municipality down the road. The DBO arrangement also gave the City a single point of 
contact during and after conshuction, which facilitates better coordination between the City and 
the project company. 

Having laid out a typical project structure, I will now address the finance paif of project finance. 
The provisions of the various contracts that I mentioned earlier are the very considerations 
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lenders analyze when structuring the financing, with a few additions. A crucial element is the 
financial and business profile of the main project sponsor(s). The firm providing the equity into 
the project should demonstrate commitment to the water sector. These projects are complicated 
to develop and involve a lot of patience and time. Secondly, the equity sponsor needs to be 
deep-pocketed in relation to the size of the project. Even though contracts may state the required 
amount of hard dollars to be invested in the project company, one can sense if the sponsor is 
committed and can ensure the project crosses the finish line. At Santa Paula Water, Alinda 
Capital was such a sponsor. They not only have adequate capital to invest and experience in the 
water sector, but there are a number of project finance professionals in the partnership group and 
on the deal team. 

The project sponsors develop a comprehensive base-case financial model that captures in great 
detail the expected costs and cash flows of the project from construction through the term of the 
DBOF. Lenders vet that model analyzing all the variables, including the ability to pay principal 
and interest, before determining the appropriate level of debt the project company can support. 
The leverage, or the percentage of debt, can be as high as 80% for projects that prove to have 
very stable and predictable cash flow generation. The amount of debt financing and the cost of 
that debt depend on proper risk allocation through the contractual structure, solid sponsorship, 
equitable contracts, sufficient rates, solid demographics, operational cost certainty, adequate 
reserves, community acceptance, comfort with the contractors and the essential service nature of 
the facility. 

Additional components of the lenders’ due diligence process are hiring an independent engineer, 
an insurance consultant and legal counsel. The independent engineer is the lenders’ proxy in the 
evaluation of the plant design, construction contract and budget, project financial model, and 
permitting, along with periodic monitoring of construction and operations. The insurance 
consultant analyzes the policies procured by the various project parties to determine adequate 
coverage for loss, business interruption, liability, etc. Lenders’ counsel analyzes all the project 
contracts and regulatory issues and drafts and assists in negotiating the loan agreement. All of 
these costs are borne by the project company. 

The resulting loan is to the project company. The loan amount plus the sponsor’s equity will 
cover all the costs of building the plant. The lenders will not have recourse to the project 
sponsor, other than enforcing the sponsor’s equity injection, or to the municipality. This is the 
crux of risk sharing. The lenders are willing to shield the municipality and share in the risk 
through proper due diligence of the project structure. Ultimately, the goal of the contractual 
structure in a project financing is to leave only operating risk and counterparty risk with the 
project company and its lenders and owners. As long as the municipality does not cause a 
default under the DBOF for not producing the agreed upon revenue, which, in turn, could cause a 
default under the loan agreement for inadequate debt service, it is protected from problems 
caused by the project company. The public-private partnership using a project finance structure 
delivers certainty to and boxes the risk for the municipality that a more conventional financing of 
a project does not. 

Again, assuming it is a well structured project, there is quite a bit of flexibility in the debt’s terms 
and conditions. Banks can fund construction and provide tenn financing out to 20 years. The 
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loan agreement can be amended to allow the debt to remain in place if the municipality exercises 
its right to purchase the plant prior to the expiration of the DBOF. Once construction is 
complete, the plant has passed acceptance testing and begun full scale operation, other long term 
providers of debt capital like insurance companies would be interested to refinance the bank debt 
and extend the financing further towards the end of the DBOF term. Batik lenders will require 
that the debt be fully repaid prior to tennination of the DBOF so that there is no debt assumed by 
the municipality. 

Lenders will be secured by mortgaging the plant and filing liens on all the assets of the project 
company. Non property, plant and equipment assets include future cash flows, bank accounts, 
contracts, and intellectual property. If the project company defaults under the terms of the loan, 
the lenders reserve the right to step in and replace the operator or seek other remedies in order to 
return the project to sound operation. 

Major advantages of a project finance vehicle are the flexibility of the loan terms discussed 
previously and the flexibility of debt sources. The structure can incorporate government grants 
and co-lending by either state and/or federal loan programs. Commercial lenders lending 
alongside government programs require an inter-creditor agreement that outlines the rights of 
each class of lender. Another advantage is project financing saves the bonding capacity of the 
municipality because it is not the party incurring the debt. Also, lenders will typically not 
require a rating from a credit rating agency, which eliminates a significant cost. As the tax- 
exempt municipal bond market functions on credit ratings, project finance opens an avenue for 
smaller systems to pursue relatively large projects assuming the financing considerations 
explained above are adequately addressed. Projects funded through government programs 
sometimes incur onerous requirements that commercial lenders do not require. These programs 
carry administrative and subsidy fees comparable to the financing fees charged by financial 
institutions to arrange debt financing. In the country’s current low interest rate environment, 
commercial rates can be competitive with tax-advantaged rates, particularly for municipalities 
that are unable, or do not wish, to secure a credit rating. A potential disadvantage of project 
finance, but similar to conventional financing, is the transaction costs are about the same 
regardless of tlie size of the project. For example, assume there is $300,000 in lender due 
diligence costs, which sum the expenses of the consultants and legal counsel outlined earlier. If 
the project plant has a capacity of 1 0 million gallons per day (MGD), the project’s due diligence 
costs $3,000 per MGD. But, if the project is only 1 MGD, then those costs work out to $30,000 
per MGD. As a result. Project finance may not be the appropriate approach for these very small 
water systems. 

Impediments 

1 was asked to comment on some of the barriers to innovative financing similar to the Santa 
Paula example. First of all, the Santa Paula public-private partnership is just a different way of 
doing business and it will take time for other water systems to become accustomed to alternative 
structures of financing. Many water systems are comfortable with the traditional approach of 
issuing tax-exempt bonds and applying for funding through federal and state programs. Most 
public water systems have carried all the risk for project improvements and lack experience in 
sharing risk with private entities. Historically the financial risk of the water infrastructure has 
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been carried largely by the federal and state funding programs, not by the private sector. 
Additionally, projects are delayed while municipalities hold out hope that they will be eligible 
for grant funds and/or government program loans. There is a lost opportunity to waiting as it 
decreases project certainty, particularly in an inflationary environment, and delays the needed 
improvements in water quality or wastewater service. Exploring public-private partnerships 
requires a paradigm change for tens of thousands of publicly-owned water systems and may take 
time to be widely adopted. 

Direct and Guarantee Loan Programs 

As the Committee explores developing a new direct and guarantee loan program, please keep in 
mind that CoBank is committed to being a dependable provider of credit and other financial 
services to water systems across mral America. We would welcome an opportunity to participate 
in a new guarantee loan program or a direct loan program that includes a private sector match to 
meet the financing needs of our nation’s water infrastructure. With over 52,000 different water 
systems across the country, having access to a multitude of financing options is beneficial. 

CoBank has experience working with the Rural Water and Waste Water Guarantee Loan 
Program administered by the Rural Utility Service of the United States Department of 
Agriculture (RUS), In the past year CoBank has received a surge in inquiries from small rural 
water companies seeking financing, which has lead to an increased interest in the Water and 
Waste Water Guaranteed Loan Program. This guarantee loan program enables CoBank to extend 
credit to small rural water companies with loan tenures of up to 30 years. Loans with tenures of 
up to 30 years greatly assist small water systems that lack the financial wherewithal to use our 
in-house 20-year loan products, Without the guaranteed loan program, CoBank would not be 
able to offer 30-year loans to these systems. We are discussing the use of guarantee loans with 
some prospective customers and hope to close a handful of deals this year. 

Conclusion 

Thank you for the opportunity to appear before the Subcommittee today. It has been on honor to 
be here and provide an overview of Project Finance and highlight how CoBank uses innovative 
financing to meet the challenge of upgrading our nation’s water infrastructure. Thank you and I 
would be happy to respond to any questions you might have. 



114 


Co mmj'i’ I'ftK Than sroK i at iu.\ a n i> In p kas's'ik jct tire 
Tnuh it) Diidosure 

f'l.rauant (u clause JfeJCB) of Hotw Fiute XI, in ■rSe case Q."a v»itnass apissarinR i i s nonBovonc mental 
catjacitv, a written statenert of propesad teEtiinohyihairinclude; (ij a cu.'nculu n tiitae; and (2] a 
dliclosijre of the amoint aro sDurce agency and program) of each federal grant [or subgrant thereo-) 
or'ctititiucl lor 'j.ubcyrilnn': .-WBlvedth. ring the firnsm fiKml K<ir «' eitlrpi ofl-'is Ivro previui.s 

tiscalyea'shyincvtilrcssor by ar entity rapresented bythesvitnass, ?uch scalcmonts, wr.b appropriate 
redaction to pnptert the p tiyaoy of the witness, shall hemadepubi clyavailabe inebrt'onicfo'iT not 
later than one day efter the witness appears. 


(I ) Naint: Davlrt Doniftircr 


(2} Otlicr than yourself, 3>arne nf entity you arc representing: CoBank, ACB 


(3) Are ytni Lextirying («i behatl' ol' «« cittily utlicr tlian a Cove™ incut (rotlcral, state, 
ioctO; entity? 


YES If yes. please provide the infurmatiuD rMjuested below and 

attach yonr ciirriciilnm vitae. 


(4) Please list the amoimt and stniTce (by aseney and progittin) of each Federal 
grant for sttbgrant thereof) nr wntraet (or SHbeontract fliereofi received during the 
enrrcill I'ixcat year Or ciUtcr oJ'Uiclwn previous fisi^ai years hy you or I)y Uie Ciltily 
yon are roji resenting: NONE 






115 


David Dornbirer 

Sector Vice President 

Energy and Water Services Division, Rural infrastructure Banking Group 
CoBank, ACB 

David Dornbirer leads the Water Services lending team in CoBank’s Rural Infrastructure Banking Group. 
He is responsible for a portfolio in excess of $1 billion of loans to more than 80 not-for profit, investor 
owned, and public-private partnership water, wastewater and solid waste companies across the United 
States. He has more than 13 years of experience advising and lending to companies in the water and 
energy sectors. 

Mr. Dornbirer joined CoBank in 2004. Prior to joining CoBank, Mr. Dornbirer served as the Director of 
International Operations for Blackbird Holdings, where he was responsible for budgeting, finance, human 
resources and legal functions for the provider of derivative trading services. Mr. Dornbirer has also held 
positions in the international and project finance groups at Bank of America after having serv'ed nine 
years in the U.S. Navy. 

Mr. Dornbirer earned a bachelor’s degree in finance from Miami University, and a master’s degree in 
business administration from Thunderbird School of Global Management. 

About CoBank 

CoBank is a national cooperative bank serving vital industries across mral America. The bank provides 
loans, leases, export financing and other financial services to agribusinesses and rural power, water and 
communications providers in all 50 states. 

CoBank is a member of the Farm Credit System, a nationwide network of banks and retail lending 
assoeiations chartered to support the bon'owing needs of U.S. agriculture and the nation's rural economy. 

In addition to serving its direct retail borrowers, the bank also provides wholesale loans and other 
financial seivices to affiliated Farm Credit associations serving more than 70,000 farmers, ranchers and 
other rural borrowers in 23 states around the country. 

Fleadquartered outside Denver, Colorado, CoBank serves customers from regional banking centers across 
the U.S. and also maintains an international representative office in Singapore. 
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TESTIMONY 

BENJAMIN H. GRUMBLES 
CLEAN WATER AMERICA ALLIANCE 
SUBCOMMITTEE ON WATER RESOURCES AND ENVIRONMENT 
HOUSE TRANSPORTATION AND INFRASTRUCTURE COMMITTEE 
HEARING ON WATER INFRASTRUCTURE FUNDING 
2167 RAYBURN HOUSE OFFICE BUILDING 
MARCH 21, 2012 

Mr. Chairman, Ranking Member Bishop, and Members of the Subcommittee, thank you for the 
opportunity to testify on one of the most urgent issues facing America's water future: sustainable 
funding for infrastructure systems to support our country's most precious liquid asset. 

I'm Ben Grumbles, President of Clean Water America Alliance (Alliance), a nonprofit educational 
501(c)(3) organization, committed to uniting people and policy for water sustainability. Since its creation 
in 2008, the Alliance has focused on bringing together the many distinct segments of the nation's water 
community to increase awareness of the challenge and build support for more integrated, holistic 
watershed-based strategies. On financing, the Alliance believes we urgently need water innovation and 
collaboration, not only to sharpen and polish existing tools, but also to forge new tools for communities 
and ecosystems. 


CLEAN WATER AMERICA ALLIANCE 

The Alliance is committed to uniting different sectors, and leaders within sectors, to change the 
way America views, values, and manages water-from quantity to quality, above and below ground. We 
emphasize the importance and value of each aspect of the water cycle and promote a more integrated, 
sustainable management of water and watersheds (a concept we call "one water" management). We 
focus on changing some of the old paradigms, such as only hard and gray infrastructure to a mixture of 
hard and gray with soft and green, and shifting perception of water from invisible to invaluable. 

We have a 35 member Board of Directors that is rich in professional and geographic diversity, 
experience, and leadership representing public and private water and wastewater organizations and 
utilities, state water and energy regulators, conservation, environmental, agricultural organizations, and 
academia. 

One of our most important steps was to design and create the U.S. Water Prize, a high-profile 
annual awards program and ceremony to honor America’s leaders in the public, private, and 
nongovernmental sectors. Recognition programs that promote innovation, integration, and education 
help ail of us in the water community. The support is growing and so is the variety of winners, from 
large city utilities to interstate source water protection collaborators, to educational nonprofits and 
businesses. 

The Alliance also created an Urban Water Sustainability Council to promote innovation and train 
future leaders. The Council, which Kevin Shafer of Milwaukee Metropolitan Sewerage District chairs, 
shapes our policies on urban water, climate, and energy. Our annual leadership conference in October 
brings together hundreds of sustainability champions and green city advocates. Spotlight cities bring 
cross-disciplinary, multi-sector teams to discuss their achievements, issues, and opportunities. We’ve 
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had two extremely successful conferences, one in Philadelphia and one in Milwaukee. Our third will be 
in Cincinnati, October 15-17. At each, leaders discuss aspects of urban water sustainability involving 
green infrastructure, resource recovery, and integrated planning. 

The Alliance has also launched a Business Advisory Council, a unique collection of private sector 
water, environmental engineering and consulting organizations. Steve Maxwell chairs the Council. 
We've gathered suggestions on ways to spur innovation in technology and regulation, advance public- 
private partnerships, and underscore, like never before, the value of water through communications 
strategies and pricing dialogues. We're coordinating with EPA on its Value of Water study to offer 
perspectives from public and private sector experts. 

The Alliance held 3 National Dialogues, involving over 150 people, and issued follow-up reports; 
Need for an Integrated National Water Policy (2009), What's Water Worth? (2009), and One Water 
Management (2010). As a result of the Dialogues and reports, and a follow-up meeting in January 2010, 
we issued a National Water Policy Framework, including core principles for Water Sustainability: 

Valuing, Monitoring, Integrating and Collaborating, and Innovating (finance, technology, and regulation). 

Consistent with our framework for water sustainability, over the last two years we have 
facilitated workshops and issued reports on pressing topics, such as: utility management in an era of 
climate change adaptation, changing the infrastructure paradigm from "gray to green", and the 
treatment paradigm from "pipe and discharge" to "recover and reuse" , With support from the Turner 
Foundation, we issued the 2011 report, "Barriers and Gateways to Green Infrastructure". Based on 
interviews and questionnaire responses from over 225 governmental, NGO, and private sector experts 
from around the country, the Alliance report describes in some detail potential technical, legal, fiscal, 
and cultural/institutional barriers to greening and naturalizing approaches to stormwater and other wet 
weather flows. In 2011, the Alliance's Urban Water Sustainability Council also teamed up with American 
Rivers, a leader in the green infrastructure movement, to issue a statement of principles to drive federal 
green infrastructure policies and strategies. 

The Alliance strives to advance a "one water" perspective and a "one water management" 
strategy. Since its 2010 national report, the Alliance has been promoting integrated watershed 
management in all of its publications, forums, and actions. This has led to partnerships with the National 
Association of Clean Water Agencies, Ground Water Protection Council, Alliance for Water Efficiency, 
Western States Water Council, the American Public Works Association, the National Association of Flood 
and Stormwater Management Agencies, the Irrigation Association, the National Water Resources 
Association, and many others. The "One Water Management" Network meeting on February 10, 2012, 
supported by Water Environment Research Foundation, convened over 60 leaders from federal, state, 
local and non-governmental organizations to improve understanding and coordination in prioritizing 
research and implementing integrated water management. 

Two examples of our work in "one water management" involving quality and quantity issues are 
hydraulic fracturing and water softeners. The Alliance has hosted or moderated four national webinars 
on shale gas drilling and fracturing. Our approach is to lay out fresh facts and critical policy choices so 
that decision-makers can best understand the energy-water nexus and adopt watershed-based 
strategies. We've also facilitated discussions among utilities, environmental nonprofit organizations, and 
EPA on water softeners, salt loadings, and the potential to save water and energy with a new 
WaterSense certification and label for water efficient devices. 
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WATER FUNDING AND FINANCE PRINCIPLES 

Mr. Chairman, as you and your colleagues debate specific legislative proposals, funding levels, 
and financing strategies, the Alliance urges you to embrace the following core principles related to 
valuing, partnering, and greening for sustainability: 

1. Valuing Water to Support People and Systems 

"Sustainability" must include viable funding strategies to deal with the problem and the price of 
water lies at the heart of the problem. One of the Alliance's earliest actions was to hold a National 
Dialogue to discuss the urgent but frequently Ignored question; "What's Water Worth?" A copy of our 
2010 report is available online. 

Water pricing is both a science and an art. There's a jot we can do, in our respective roles a nd 
capacities, to help communities and agencies develop sustainable ratemaking strategies that move in 
the direction of "full cost" or "true value" pricing (i.e., rates that more closely reflect the value of service 
provided), without abandoning the social safety net for those who can’t afford to pay. Congress can help 
agencies and thought leaders to develop the science of ecosystem services and Infrastructure life cycle 
analysis and the art of building public support for reasonable and necessary rate, fee, and tax increases. 

2. Partnering Between Public and Private 

Policymakers need to continue to probe the barriers and boundaries to public-private 
partnerships and look for ways to increase collaboration. Legislation, executive orders, and federal 
agency policies. If done properly, can help promote local choice to increase the range of partnerships for 
designing, building, operating and financing public water systems. We're also finding private sector 
technologies, ranging from nutrient recovery to biogas generation, to real-time monitoring and data 
management systems, continue to provide the solutions public entities depend on. There must be a 
willingness to consider appropriate private sector Involvement, particularly with declining public funds 
and increasing rates. Otherwise, community systems run the risk of suffering what I like to call "the 
Public Rust Doctrlne""refusjng to explore private-public partnerships to prevent public-purpose systems 
from rusting and decaying. 

Many national and local leaders are looking for the opportunity to Infuse public service with 
private enterprise and tap the financial resources and expertise of the private sector to move public 
water service forward for our nation's communities. Figures have come out that nearly $180 billion of 
private capita! and infrastructure funds are looking to invest their money in American (or Chinese) 
infrastructure. We need to considerthese opportunities without losing sight of the public's need for 
trust and accountability when It comes to water. 

This Administration and Congress are looking to expand opportunities for public-private 
partnerships. To this end, most segments of the water industry have rallied around a long-standing 
proposal to remove the state volume cap on private activity bonds to facilitate private investment and 
public-private partnerships. 
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Examples of innovative, private sector financing are growing, and often in response to some of 
the most pressing issues. NRDC's Februar/ 2012 report, "Financing Stormwater Retrofits in Philadelphia 
and Beyond," includes an excellent description of promising techniques to meeting the stormwater 
challenge through market-based approaches involving fees , offsite mitigation and credit programs. The 
NRDC estimates a potential market for third-party investments in stormwater retrofits in Philadelphia on 
the order of $376 million. To quote from the report: "Given the substantia! gaps nationwide between 
water infrastructure funding needs and available local, state, and federal funds, cities all around the 
country will increasingly seek to leverage private financing." 

Other cities such as Washington, D.C. are also generating funds and using credit systems 
through parcel-based stormwater fees, and In doing so, are rewarding investments in retrofits. The 
report also describes a number of project finance mechanisms in the energy efficiency sector (such as 
Property Assessed Clean Energy-PACE-programs) that could be used to meet the financing needs of 
property owners seeking to install stormwater retrofits. 

3. Greening Infrastructure and Recovering Resources 

The Alliance puts a priority on helping communities embrace green infrastructure strategies. I 
encourage Members to read our 2011 "Barriers and Gateways to Green Infrastructure" report, available 
online at www.cwaa.us . It reveals that a prime motivator of communities in meshing more green 
infrastructure with gray Infrastructure is to save money and energy. Your hearing focus is on financing, 
but it bears repeating what you already know: Efficient use of green infrastructure systems can avoid 
more costly end-of-pipe, concrete, basin-based and tunnel-driven solutions. We know hard and gray 
infrastructure has been at the heart of much of America's progress in meeting Clean Water Act and Safe 
Drinking Water Act goals and requirements. We also know the data Is coming in that communities can 
manage stormwater and prevent overflows, improve air quality, reduce the "urban heat island effect," 
and enhance livability through innovative approaches that Integrate more green infrastructure with 
existing gray infrastructure. Our Urban Water Sustainability Council is documenting case studies and 
developing common practices to help reduce the demand on Infrastructure and Improve water quality. 

One of the most recent examples of green infrastructure and resource recovery process is In 
New York City. NYC-DEP, a founding member of the Allllance and winner of our 2011 U.S. Water Prize, 
has launched a massive effort for greener solutions to controlling overflows. On March 13, 2012, the 
City announced plans to commit $2.4 billion In public and private money over the next 18 Years. It's an 
effort that's been playing out in other cities, such as Philadelphia, Los Angeles, Milwaukee, and San 
Francisco-also winners of our U.S. Water Prize. 

4. Connecting Infrastructure, Watersheds, and Sustainability 

Consistent with our "one water management" philosophy, the Alliance believes local and 
regional water and wastewater infrastructure projects should benefit from early and integrated planning 
efforts before funding and construction decisions are made. Integrated planning and collaborative 
review can help to reduce the risk that environmentally or fiscally unsustainable projects move forward. 


SPECIFIC COMMENTS ON FEDERAL FUNDING TOOLS AND STRATEGIES 
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The Alliance has not adopted specific positions on pending bills or legislative proposals. We have 
adopted a set of Green Infrastructure Principles, available on our website, www.cwaa.us. and hope the 
following general comments and suggestions will be of use to the Subcommittee. 

Existing SRFs 

We urge Congress to continue supporting the Clean Water Act and Safe Drinking Water Act 
regulatory and funding programs. We also recognize federal capitalization grants for the highly- 
successful CWA State Revolving Fund (SRF) and Safe Drinking Water Act State Revolving Fund (SRF) are 
under increasing pressure from fiscal constraints and competing priorities. While not taking a specific 
position on current and proposed funding levels, we do believe four important aspects of SRF programs 
should be embraced as Congress contemplates future revisions and additional funding tools; 

1. Flexibility. As Administrations request less capital grant funding and as state programs mature and 
revolve more fully, it is important to keep looking for ways to broaden project eligibility and 
administrative flexibility. States can do more with less only if cross-cutting requirements and procedural 
constraints don't prevent them from doing so in the first place. Land acquisition, an explicitly eligible 
activity for funding under DS SRF source water protection provisions, holds great potential for CWA SRF 
and nonpoint source pollution control projects. The Alliance is a strong advocate for green infrastructure 
and energy and water efficiency funding. We also recognize that set-asides, though not needed 
permanently, have an important role in catalyzing change toward more sustainable water management 
practices. 

2. Transferability. The 1996 Amendments to the SDWA included a first-ever authority to transfer a 
percentage of funds between the newly-established SRF and the CW SRF. State managers need this type 
of transferability authority to continue. This is also an important provision as water reuse projects grow 
in number and SDWA and CWA policy makers look for models to use in seizing upon municipal 
wastewater reuse opportunities. 

3. Repayment Terms. The CWA SRF loan repayment period should be extended from 20 to up to 30 
years, on par with the SDWA SRF repayment period. 

4. Equitable Allocation. Congress and ERA should ensure allotment formulas under the CWA and SDWA 
are fair and based on up-to-date information. As a former state official, I know first-hand the results of 
allotment formulas that are based on outdated needs and population numbers from the 1970s. 

Private Activity Bond legislation 

H.R. 1802 and S. 939 amend the Internal Revenue Code to remove the state volume cap on the 
use of private activity bonds for water and sewer projects. This legislation has the potential to increase 
access to private sector funding for public water and wastewater projects, while leaving the choice to 
communities on how to design, build, operate, own, and finance. 

"WIFIA" legislation 

The American Water Works Association, Water Environment Federation, and others are 
championing a legislative effort to establish additional mechanisms for capital financing of large 
projects. The staff draft circulated on March 9, 2012, includes accurate and compelling Congressional 
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findings. It also states that the new loan/loan guarantee program is not intended to supplant the SRFs, is 
administered by ERA rather than Treasury, is limited to larger projects of $20 million or more, and can 
be used for a wide variety of projects. Including land acquisition, source water protection, storm water 
management and control, energy and water efficiency, and alternative source water development such 
as reuse. The Alliance believes these types of projects are important now and will only grow in 
importance over time. 

We add one extremely important caveat, however, which the Committee understands well 
given the dynamics of government agencies, budgets, and politics: It's critical to ensure what's Intended 
as a supplemental tool doesn't become the one and only tool or in some way undermine the success of 
the SRFs. That's a concern many of us have. 

The draft also includes H.R. 1802/S. 939, widely-supported bipartisan legislation to increase 
access to private capital. 

H.R. 3145 

We appreciate the efforts of Rep. Bishop, Rahall, LaTourette, and Petri to Introduce 
comprehensive legislation, H.R. 3145, the Water Quality Protection and Job Creation Act of 2011, to 
provide water quality financing through an array of existing and potentially new programs. We believe 
these efforts are an important part of the broader discussion on how best to proceed. 

The Alliance members also know dedicated, sustainable funding Is needed for water 
infrastructure. Our Urban Water Sustainability Council, in particular, understands the math of the gap 
and the urgency of having a steady stream of reliable and well-managed funding. Sustainability leaders 
also know it's a problem beyond their local borders, threatening to become a national crisis on the verge 
of a catastrophe. That's why it's important to continue discussions on whether and how a national trust 
fund should be established, financed, and operated. My own personal view, based on experiences in 
Congress, EPA, and State government is that we need a national strategy to increase funding from users 
and beneficiaries in the private sector, with revenues dedicated to water infrastructure solutions 
tailored to local and regional conditions. Also, a national effort cannot supplant local governmental and 
private-sector attempts to finance, maintain, and sustain local infrastructure. 

Conclusion 

Mr. Chairman and Ranking Member Bishop, the water infrastructure challenge requires all of us 
to work together to embrace change and foster local strategies that protect public health and the 
environment and boost the economy. By using "all of the above" tools, and creating some new ones, 
we can improve the way America views, values, manages, and funds water systems. Clean Water 
America Alliance supports your efforts and those of others to find common ground and to sustain our 
water life-support systems above and below ground. 
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Chairman Gibbs, Ranking Member Bishop, and members of the subcommittee. My name is Ryan 
Schmitt. I am president of Petticoat-Schmitt Civil Contractors, Inc. in Jacksonville Florida, and serve as 
the current Chairman of the Board at NUCA, representing utility and excavation contractors. I appreciate 
the opportunity to testify before the subcommittee today on the innovative financing approaches for water 
infrastructure projects in American communities. NUCA believes there are many creative alternatives to 
be considered, and we thank the subcommittee for holding this hearing, the second one on the subject this 
important subject this year. 

NUCA is the oldest and largest national trade association working solely for the utility construction and 
excavation industry, consisting of a nationwide network of chapters and member companies that provide 
the workforce and materials to advance the water, sewer, gas, electric, telecommunications and 
construction site development industries across the country. NUCA also serves as chair of the Clean 
Water Council (CWC), a coalition of some 40 national organizations representing underground 
construction contractors, design professionals, manufacturers and suppliers, labor representatives and 
others committed to ensuring a high quality of life through sound environmental infrastructure. These 
industries work collectively to improve critical underground systems that unquestionably enhance 
America’s quality of life. 

NUCA commends the past efforts of this subcommittee to advance legislation to increase investment in 
wastewater infrastructure, and we look forward to working with you more on a range of legislative 
initiatives to open the door to more investment opportunities from both public and private sources. NUCA 
believes long-term and reliable sources of revenue are needed to meet the skyrocketing needs facing our 
water and wastewater infrastructure and we are eager to participate in the discussion as the issues and 
challenges are vetted, debated and resolved. 

SiGMFiCANT Funding Needed to Tackle Rising Needs 

America’s water infrastructure needs are nothing short of staggering, and the need to invest in it is well 
known and clearly documented. According to the U.S. Environmental Protection Agency (EPA), 
hundreds of billions of dollars are needed to repair and rebuild America’s dilapidated underground 
environmental infrastructure, yet the reduction of available public dollars has obstructed significant 
progress to address these needs. Members of our industry sec the results of failing water and sewer 
systems literally from the trenches in their everyday work, and the scene isn’t pretty. 

Additionally, the American Society of Civil Engineers (ASCE), an active member of the CWC, evaluates 
the nation’s infrastructure and reports on the status of it every few years. America’s wastewater 
infrastructure is continually graded at a “D minus” in the ASCE’s Report Card for America's 
Infrastructure. There is a clear consensus among both government and industry professionals that the 
state of this infrastructure is quickly going from bad to worse. 

Economic Factors Help Demonstrate the Need for New Revenues 

The water infrastructure market and companies working in it are also in serious trouble. In addition to the 
cuts in federal funding to refurbish these systems over the past several years, state budgets have been hit 
hard because of ongoing problems in the housing market, which in turn has lowered revenues from 
property taxes. The lack of public dollars has kept the construction industry on the sidelines. In fact, 
construction has been the hardest hit industry sector since the beginning of the economic downturn and 
continues face unacceptably high unemployment. Construction firms that work on public water and 
wastewater infrastructure projects likely face significantly higher unemployment than general 
construction. This is certainly true in my State of Florida. 
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To make matters worse, the rising cost of construction materials and labor has reduced the purchasing 
power of public works dollars. Fewer contracts are going out to bid, which only increases the number of 
bids competing for limited projects. The inevitable result is less work on this deteriorating infrastructure 
and fewer jobs for those who do this critical work. 

NUCA believes that passage of several water infrastructure bills is needed to take important first steps to 
help get the construction industry back on its feet and contribute to the slow recovery of America’s 
economy. Although underground water and wastewater projects are generally recognized for their 
effectiveness in enhancing public health and environmental protection, the economic benefits that result 
from this work are often overlooked. Those benefits are real and demonstrated in a 2009 report by the 
Clean Water Council. 

The ewe study, Sudden Impact: Assessment of Short-Term Economic Impacts of Water and Wastewater 
Projects in the United States supports the argument that water infrastructure investment creates significant 
and immediate economic benefits in terms of job creation, increased demand for goods and services, rise 
in personal income and generation of state and local tax revenue. The study only addresses economic 
impacts during or immediately after the project. Future work on these facilities brings economic 
enhancements, including additional job creation when maintenance and repair activities are conducted. 

The findings of the study are based on data collected from 1 16 water and wastewater construction projects 
in five demographically diverse states and 73 counties. The projects encompass a broad range of project 
types, sizes, materials, construction methods and labor markets. Specifically, the study shows that a $1 
billion investment in water and wastewater infrastructure results in the creation of up to some 27,000 new 
jobs with average annual earnings of more than $50,000, increases in demand for products and services in 
other industries of between $2.87 and $3.46 billion, and generation of personal or household income of 
more that SI billion. Importantly, each $1 billion invested also generates approximately $82.4 million in 
state and local tax revenue. 

The study underscores the 'Tipple effect,” or how this investment impacts industry sectors outside of 
construction. Each $1 billion invested in water and sewer projects generates measurable employment in 
325 other standard industry classifications. In fact, a $1 billion investment results in the hiring of at least 
100 workers in 25 industry segments outside of construction, including retail markets, wholesale trade, 
real estate, insurance carriers, health care, food services, and accounting, just to name a few. 

Copies of Sudden Impact were sent to all members of the U.S. House and Senate after its release, and 
additional copies are available on request. 

Innovative Financing of Water Infrastructure Projects 
Private Activity Bonds Funding Water Infrastructure 

NUCA has supported a wide range of legislative solutions to address America’s environmental 
infrastructure challenges since its establishment in 1964. However, because of the reduced federal dollars 
available for water infrastructure improvements over the past several years, the association has recently 
focused on increasing opportunities for private investment and public-private partnerships (P3s). The 
Sustainable Water Infrastructure Investment Act (HR 1802 and S 939) would address both of these goals 
by lifting water and wastewater infrastructure projects from the state volume cap on private activity bonds 
(PABs), thereby encouraging use of more P3s in the market. 

PABs are a form of tax exempt financing for state and municipal governments looking to partner with a 
private entity to “meet a public need,” such as construction of a wastewater treatment plant. Use of 
public-private partnerships makes infrastructure repair and construction more affordable for 
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municipalities, PABs use private capital in lieu of public debt and shift the risk and long-term debt from 
the municipality to the private partner. The tax-exempt status of the bond provides lower cost financing 
for investors, which translates to lower costs for local governments and ultimately their customers. 

Unfortunately, federal tax law restricts PABs from reaching their maximum benefit by limiting the 
amount of PABs that may be issued annually in a state. This “volume cap” is based on the state 
population - last year the cap was determined by the greater of $95 per resident or $277.82 million. 
Because water and wastewater projects are “out of sight, out of mind,” tax-exempt funding is commonly 
directed toward more politically attractive projects such as public housing and student loans. As a result, 
in 2007 only 1 .3 percent of all exempt facility bonds were issued to water and wastewater projects. 

By lifting the cap on PABs that fund water and wastewater infrastructure projects, it is estimated that up 
to $5 billion could be generated in annual private investment at very low cost to the federal government. 

In fact, the last “score” by the Joint Committee on Taxation found that this provision would cost $354 
million over the next 10 years. The fact that this “cost” is solely a mild loss of federal tax revenue is 
significant - the measure doesn’t require the government to “spend” a federal dime. 

Legislation to remove water and wastewater infrastructure from under the state volume cap on Pa\Bs has 
broad support both on and off Capitol Hill. In fact, it is cosponsored by Democrats on the far left as well 
as strict conservatives on the right. Dozens of business groups also support the legislation, from the Clean 
Water Council to the U.S. Chamber of Commerce to Operating Engineers and Laborers’ unions. 

At a time when all levels of government are scrambling to make ends meet, and policymakers of all 
stripes are clamoring for more private-sector solutions to job creation, increased use of PABs and other 
opportunities for public-private partnerships for water infrastructure improvements are needed now more 
than ever. 

State Revolving Fund Reauthorization 

The 1987 amendments to the Clean Water Act (CWA) fundamentally changed the way the federal 
government provides financial assistance for water pollution control facilities by replacing the 
construction grants program with the Clean Water State Revolving Fund (SRP) program. Controlled and 
operated by the states, the SRF program provides loans and other financial assistance for water pollution 
control projects. 

In general, SRF loans provide necessary resources for public projects that promote public health, protect 
the environment, create scores of high-paying American jobs, expand the local tax base and enhance our 
overall quality of life. The revolving nature of the program has made it a successful federal financing 
program, and has been the primary reason for its continued funding through annual appropriations, despite 
the fact that SRF authorization expired in 1994. Nationally, interest rates for SRP loans average at 
approximately 2.5 percent compared with substantially higher market rates, and provide flexible 
repayment terms. 

Revolving funds work in perpetuity to provide a fiscally sound approach to infrastructure financing. The 
Clean Water SRF, for example, has leveraged tens of billions of dollars in federal grants into significantly 
more resources through revolving loans to local communities. 

NUCA appreciates the introduction of the Water Quality Protection and Job Creation Act of 201 1 (H.R. 
3145). The bill, authored by Congressman Bishop, would authorize $13.8 billion over the next five years 
for EPA’s Clean Water State Revolving Fund (SRF) would help provide initial investment increases 
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needed to put the underground infrastructure industry back to work. The technical assistance to rural, 
small and tribal communities would help educate local governments seeking financial support to improve 
their wastewater infrastructure and reduce costs. And providing $2.5 billion for combined sewer overflow 
(CSO) is a wise federal investment. 

While we fully support opportunities for more private investment, NUCA believes a strong federal 
commitment to the SRF continues to be needed. Reauthorization of the program would be a big step in the 
right direction. 

Development of “WIFIA ” 

Following the model of the successful Transportation infrastructure Finance and Innovation Act (TIFIA), 
legislation pending in this subcommittee will offer credit assistance through the use of loans and loan 
guarantees to complement traditional financing programs for water and wastewater infrastructure 
improvements. These “WIFIA” resources would offer states and localities assistance to fund significant 
water infrastructure projects with very little impact on the federal budget. If structured effectively and in 
compliance with current law requiring the federal government to establish a capital reserve to cover 
anticipated credit losses, a WIFIA authority could use existing funding mechanisms such as the SRF to 
maximize its potential. 

National Infrastructure Bank 

Establishing a National Infrastructure Bank to finance a variety of infrastructure projects, including 
wastewater infrastructure projects should also be considered. Such a bank would independently evaluate 
projects and determine the most effective means (loans, grants, etc.) to finance them. Amounts and types 
of government oversight, structure of the Bank, revenue sources and opportunities for private-sector 
participation are all issues that must be addressed while considering establishment of such an entity. 

Clean Water Trust Fund 

There is a growing national conversation about the establishment of a dedicated source of revenue 
through a new “Clean Water Trust Fund.” While NUCA supports the concept, there are several concerns 
to be addressed. Issues related to determining how to administer a clean water trust fund, what activities 
should be eligible to receive support from trust fund revenues, and of course, the most effective and 
equitable way to pay for it, will all have to be addressed. 

Conclusion 

There are several legislative proposals that if crafted effectively could put the underground utility and 
excavation industry back to work, create scores of jobs in hundreds of American industries, expand local 
tax bases at a time when local officials badly need new revenues, and begin to repair and rebuild the 
nation’s crumbling underground environmental infrastructure. NUCA believes removing the state volume 
cap on PABs, reauthorizing the SRF program, and establishing new options for loans and loan guarantees 
through WIFIA should be front and center on the congressional agenda. 

I thank you for the opportunity to testify before the subcommittee today, and I look forward to answering 
any questions you might have. 
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Introduction 

Good morning Chairman Gibbs, Ranking Member Bishop and distinguished 
members of the Water Resources and Environment Subcommittee, Thank you for 
inviting me to testify today. 

My name is Lynn Broaddus, and 1 direct the Environment Program at The Johnson 
Foundation at Wingspread in Racine, Wisconsin. The Johnson Foundation’s mission 
is to be a catalyst for positive and lasting change through leading-edge convening to 
create healthier environments and communities. 

The Johnson Foundation is non-partisan and brings no preconceived ideas or fixed 
agendas to this or any issue on which we focus. We aim to have candid and authentic 
dialogue in an environment that fosters the trust and collaboration needed to 
identify innovative yet broadly supported solutions that have impact. 
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FSWI Report Background 

I am here today to testify about a report released recently by The johnson 
Foundation titled, appropriately enough, Financing Sustainable Water Infrastructure. 
This report lays out a roadmap for innovative ways to finance our nation’s water 
infrastructure for the 21^' century and beyond. 

The report’s recommendations were created from deliberations among a unique 
group of experts. In fact, these experts are similar to those the subcommittee has 
invited to this two-part hearing: public and private water utility managers, 
investment managers, municipal bond raters and underwriters, non-governmental 
organizations, foundations and other stakeholders. 

These meetings were convened as part of The Johnson Foundation’s ongoing 
initiative on U.S. freshwater issues known as Charting New Waters - a broad, 
collaborative effort dedicated to catalyzing new solutions to freshwater challenges 
we are facing in the United States. Charting New Waters represents more than 
three years of high-level engagement on freshwater issues. The initial phase of 
work led to the release of Charting New Waters: A Call to Action to Address U.S. 
Freshwater Challenges, a consensus report issued in September of 2010 . 

The latest report, Financing Sustainable Water Infrastructure, is a direct 
outcome of the Charting New Waters work. The Johnson Foundation, in 
collaboration with American Rivers and Ceres, convened a group of experts at 
Wingspread to discuss ways to drive funding toward the infrastructure we need for 
the 21*' century. The Financing Sustainable Water Infrastructure report is a result of 
those meetings. 
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FSWI Report Findings 

The report examines the operational, institutional, and market-related challenges 
that our water and wastewater utilities need to overcome if they are going to 
continue to support our people and industries into the next century. 

I would also note in the report "sustainability" means multiple things. It means that 
the infrastructure itself includes sustainable elements such as natural infrastructure 
that can be used to provide low-cost protection of water supply and flood 
abatement. It also includes consideration of sustainable pricing and financing 
mechanisms and how to make sure that those mechanisms are structured in a way 
that actually incentivizes and supports water infrastructure decisions that will be 
appropriate for the next 50 to 100 years. 

I would like to highlight some of the report’s recommendations that are relevant to 
this hearing and your work on innovative water infrastructure financing legislation. 

• The water utility business model is changing. Historically, water and wastewater 
utilities have functioned as monopolies without competition. Now technological 
advances are allowing more options for water efficiency, water re-use, and water 
harvest. For example, Forbes recently did an article about how Google is using 
recycled gray water to cool its vast network of data centers - eliminating the 
demand for millions of gallons of treated drinking water. This is but one 
example of the sort of disruptive shift in traditional business models that needs 
to be factored into current thinking and planning. 

As the price of water services rises, the cost of new technology drops, and 
concern for securing a water supply increases, we are likely to see a rise in use of 
these "disruptive" technologies, which can undermine the monopolistic nature of 
the water utility. 
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This can be a very good thing for society as a whole, but it means that the 
financial tools and risk models that have served the industry for the past fifty 
years need to be re-examined. 

With this we are likely to see more consolidation of systems and a move toward 
"one water" management, where wastewater, water supply, stormwater, and 
flood management are managed as one system rather than siloed into disciplines 
working at cross-purposes to each other. 

These changes and our shifting water demands drive the need to consider a 
number of innovative financing strategies including expanding the pool of water 
service funding, accounting and paying for ecosystem services and implementing 
distributed water services. 

Expanding Pool of Water Service Funding: 

We need to recognize that water systems are more than pipes and treatment 
plants and that roads, green spaces, and buildings are all critical to effective 
water management. This more comprehensive definition of water systems 
expands the funding pool. Other ways to expand the funding pool include 
partnering with heavy-use industrial partners and recovering valuable nutrients 
and energy embedded in the water and wastewater. 

Accounting and Paying for Ecosystem Services: 

We need an accurate valuation of ecosystems that can provide clean drinking 
water at a fraction of the cost of built infrastructure. These services are often not 
reflected on utilities' balance sheets, which could help expand debt capacity for 
other capital improvements. Linking payment for watershed services upstream 
can cost magnitudes less than treatment plants and new supply development. 
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Implementing Distributed Water Services: 

It is often cheaper — and potentially profitable for private investment — to 
capture and manage water where it falls through low-impact development 
including on-site treated wastewater for use in toilets and irrigation, living roofs, 
and rain gardens. 


WIFIA and H.R. 3145 

Many of these recommendations are encapsulated in the bills put forward by both 
Chairman Gibbs, the discussion draft known as Water Infrastructure Finance and 
Innovation Act or WIFIA, and Ranking Member Bishop’s H.R. 3145, the Water 
Quality Protection and |ob Creation Act of 2011. 

While The Johnson Foundation cannot offer any specific perspectives about this 
legislation, I can tell you generally about how these proposals fit into our report’s 
recommendations. 

WIFIA: 

The WIFIA proposal covers many of the necessary recommendations discussed 
during our financing water infrastructure meetings and contained in the Financing 
Sustainable Water Infrastructure report. However, the report also emphasizes the 
importance of flexibility, recognition of new technology and the changing conditions 
in the water business in order to maximize the impact and effectiveness of new 
proposed financing mechanisms. 

The water industry is on the verge of significant change even as we face our nation's 
growing freshwater challenges. In order to handle these uncertain but fast-paced 
changes, we need to have the ability to finance smaller, more incremental projects. 
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especially for smaller communities. This is perhaps even more important than 
finding financing for larger projects. If financing mechanisms are available only for 
"mega-projects," then that is what we will get when a smaller solution might be a 
more cost-efficient answer. 

Similarly we need to expand "prioritization" criteria and include more scenario 
planning as cities and communities have to consider a growing number of diverse 
factors depending on location including water supply security, energy impact, 
vulnerability to disruptive technologies, changing utility business structures, and 
changing weather patterns. 

Finally, 1 will just note that this country is built on innovation, a successful balance 
of private and public funding and the private sector’s ability to find solutions. The 
same is true in the water business and participants contributing to the report noted 
it might prove counterproductive to assume that the way we do business will 
continue to hold the same risks and opportunities that they once did. We need to 
ensure that changing weather patterns, long-term projections of aquifer drawdown, 
and uncertainties about future energy costs are taken into consideration as projects 
are evaluated. 

H.R. 3145: 

I will just briefly touch on Ranking Member Bishop's Federal Water Pollution 
Control Act, H.R. 3145. 

First 1 think the two bills, while certainly different, do share a lot of common and 
important ground. H.R. 3145 also hits on a lot of the important themes from our 
report. 

H.R. 3145 does recognize the inherent benefits of smaller projects. Certainly 
developing smaller projects that are more tightly focused can avoid some of the 
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problems we are currently seeing where communities can no longer afford to 
maintain larger projects because of population shifts, reductions in per capita water 
use, and other factors. 

In addition, the legislation addresses new technologies and alternative 
infrastructure, as does the WIFIA legislation, which is a necessary and positive 
element to water systems planning. 

Regarding the grant programs, our report found that long-term sustainable funding 
mechanisms produce the best possibility that projects will be sustained at the local 
level with local resources. The experts we convened expressed the strong sentiment 
that full-cost pricing is the most compatible with long-term, sustainable water 
management. Grant funding of water infrastructure can be at cross-purposes with 
this goal by hiding the true cost of water and wastewater services. 

The Big Picture 

While all of these efforts on innovative financing are necessary and important, 1 
encourage this Subcommittee, my fellow panelists and stakeholders to include in 
your discussions an emphasis on the nature of the systems we want to fund, in 
addition to our consideration of how we finance these systems. 

We can bring about a more cost efficient and effective system for the long term if we 
tackle not only how to maintain the existing system but how to improve it so that we 
can more effectively meet the needs of our shifting population and water resources 
relative to the environmental, social, and demographic changes we are expecting. 

In Summary 

So to summarize my main points I would say as we look for new ways to finance the 
necessary water infrastructure for this country: 
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• Remember that water infrastructure includes more than pipes and water 
treatment plants, as several witnesses and subcommittee members have 
referred to, and can be leveraged in helpful and cost cutting ways; 

• The nature of the water industry is changing and great opportunities lie in 
private and public partnerships, especially in financing; 

• While it is absolutely necessary to find new ways of financing our infrastructure, 
we must also ask ourselves whot infrastructure best meets our needs and how 
that might be different from the infrastructure we already have; and, 

• We need to be cautious about new water funding mechanisms that emphasize 
large projects that reduce a community’s ability to respond to change. 

I'd also like to ask unanimous consent to enter the Charting New Waters report and 

the Financing Sustainable Water Infrastructure report into the record. 

Thank you for your attention to these issues and 1 would be happy to take any 

questions. 
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Chairman Gibbs, Ranking Member Bishop and members of the Subcommittee, my name is 
Richard Abelson. I am the Executive Director of the American Federation of State, County and 
Municipal Employees’ (AFSCME) Council 48 in Wisconsin. It is an honor to be here today to share 
with you AFSCME’s experience with the privatization of water and wastewater systems, particularly 
in Wisconsin. 

AFSCME’s 1 .6 million members are primarily public employees who work in areas such as 
health care, education, social services, transportation, law enforcement and water and wastewater 
treatment across the country. We have a broad range of experience and knowledge of the impact that 
the privatization of public services has had on communities and the public at large. AFSCME currently 
represents thousands of individuals who work for water and wastewater systems. Every day these 
workers perform vital work in protecting our nation’s water supply and the environment. 

Based on my work in the State of Wisconsin, I would like to give you my personal views on 
this issue. Faced with rising financial problems, the comptroller of the City of Milwaukee in 2008 
proposed a long-tem lease of the City’s water works. The comptroller proposed a lease of 75 to 99 
years, something that was unheard of in a city the size of Milwaukee. Leases I am familiar with in 
other large communities have been for up to 20 years. This proposal initiated a period of intense debate 
that lasted for about a year. A major coalition of community groups and individual citizens came 
together to examine the impact this proposal would have on the residents of Milwaukee, One of the 
things looked at was the impact water privatization has had on the residents of other cities in 
Wisconsin. We found several negative consequences for the residents of other Wisconsin cities that we 
desperately wanted to avoid. We discovered that customers of privatized water systems in Wisconsin 
pay as much as $ 1 50 more a month for service than those who receive their water from a publicly-run 
system. We also discovered that customers in Wisconsin whose drinking water systems are privatized 
encounter more water quality issues and poor service problems. In the end, the plan to turn over our 
City’s drinking water system to a private company for such a long period of time in return for an 
upfront payment was abandoned. Our coirununity decided not to trust the claims of a private entity that 
it had the best solution to our budgetary woes. Nor were we willing to take the risk of subjecting our 
citizens to rate increases, water quality concerns and service problems that cities with privately-run 
water systems have endured. 

During this process, we discovered some basic facts about privatization of drinking water. 
These are a few the facts that were shared with the public during the debate back in 2008, which 
ultimately helped us win the battle against privatization: 
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1. All major water companies that were bidding for the Milwaukee Water Works contract were foreign- 
owned companies; 

2. Rates are higher for consumers when private v^^ter companies are involved. A public utility is 
providing water to their customers as a service while a privately-owned and operated entity is looking 
to make a profit for their executives and shareholders; 

3. Excessive bureaucracy and low staffing levels in private water facilities result in poor customer 
service; 

4. Private companies taking over public water systems often make significant staffing cuts that may 
ultimately jeopardize the level of water quality. Employee benefits are routinely slashed, making it 
more difficult to maintain a high quality workforce. 

AFSCME has worked closely with other organizations that have studied the impact of 
privatization of drinking and ^^^te water on communities across the country. There are recurring 
themes in most instances of water privatization. I would like to submit for the record an extensive 
report that done by Food and Water Watch entitled, “Mortgaging Milwaukee’s Future, Why 
Leasing the Water System is a Bad Deal for Consumers.” In this extensive report, Food and Water 
Watch took a close look at the Milwaukee water utility’s financial statements and proved how a long- 
term lease would actually cost the City millions of dollars a year; and customers would see a huge 
jump in their bills, suggesting that a lease of the water utility was not in the best economic interest of 
the City or its residents. The report concluded that the City would undoubtedly experience higher rates 
and poor service, leaving citizens with little recourse, unable to vote private managers or state- 
appointed regulators out of office. The report is attached to my written statement. 

Unfortunately, unlike our water works, our wastewater system has been privatized, and it has 
been less than successful to say the least. Our environmental concerns have become a reality. Several 
million gallons of untreated sewage have been discharged into streams and into Lake Michigan, and 
Wisconsin’s Attorney General in 2004 blamed the private operator for inadequate maintenance. At that 
time, more than a billion gallons of sewage had seeped into local waters. The company - United Water 
- was audited, and it was found to have saved itself $5 1 5,000 by shutting down pumps during peak 
electricity hours. This action triggered a series of dangerous overflows. 

In addition, residents have endured unnecessary increases in their sewer user fees since the 
Milwaukee Metropolitan Sewerage District system was privatized. The district was privatized in 1998, 
and the deal actually included an annual increase to residents that was paid directly to the United 
Water Services. 

We believe that the private sector does have a role to play in this area, but it is not in operating 
or managing public drinking and wastewater facilities. That should be the responsibility of local 
governments. The private sector can use its vast resources to find innovative solutions to the water 
crisis and create innovative technologies for more efficient treatment plants. We have to ask ourselves, 
“Is water a basic public resource or a product that is sold for profit?” 
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We understand and appreciate that there is a tremendous need to maintain and improve our 
public infrastructure. And that leads to the temptation to grab onto schemes that promise to take 
responsibility out of public hands in return for large upfront payments. 

What we found in Milwaukee is hot unique. Private investors, or public-private partnerships, 
whether in water and wastewater, highways or other capital assets, typically demand a high rate of 
return, and such provisions as lengthy contract terms, anti-compete clauses or guaranteed payments are 
not in the public interest. We believe that infrastructure is more appropriately financed through 
vehicles akin to fixed income instruments than to private equity, with long-term stable returns. 

Given that interest rates are at historic lows, and many public entities have latitude to issue 
debt, bond financing is the best way to achieve this goal. Renewal of the Build America Bonds (BABs) 
program could save the federal government money, help put America back to work and revitalize the 
infrastructure that is critical to U.S. economic competitiveness. By providing access to tax-exempt 
investors such as pension funds, sovereign wealth funds and life insurance companies, BABs bring 
new sources of capital to state and local governments. New capital will permit states to finance 
construction of needed projects and avoid privatizing existing public sector assets. The broader field of 
potential investors provides greater demand, enhances market stability and improves investor 
confidence. 

We should work together beyond considering these options. AFSCME and other labor unions 
are collaborating to explore financing structures in which a public pension fund or group of public 
pension funds hold majority control of an infrastructure asset, providing stable returns to the retirement 
system as well as providing an influx of badly-needed investment in public infrastructure. 

I appreciate the opportunity to appear before the Subcommittee today. I would be pleased to 
answer any questions you may have. 
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About Food & Water Watch 


Food & Water Watch is a non-profit organization working with grassroots organizations around the world to create 
an economically and environmentally viable future. Through research, public and policymaker education, media and 
lobbying, we advocate policies that guarantee safe, wholesome food produced in a humane and sustainable manner and 
public, rather than private, control of water resources including oceans, rivers and groundwater. For more information, 
visit www.foodandwaterwatch.org. 


Food & Water Watch 

1616 P St NW, Suite 300 
Washington, DC 20036 
tel: (202) 683-2500 
fax: (202) 683-2501 
i nf 0 @ fwwatch.org 
www.foodandwaterwatch.org 


California Office 
25 Stillman Street, Suite 200 
San Francisco, CA 94107 
tel: (415) 293-9900 
fax; (415) 293-9908 
mfo-ca@fwwatch.org 


food&watsr watch 


Copyright © November 2009 by Food & Water Watch. All rights reserved. This report can be viewed or downloaded at 
www.foodandwaterwatch.org. 
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Mortgaging Milwauke 's Future: 

Why Leasing the Water System Is a Bad Deaf for Consum rs 


Executive Summary 

The City of Milwaukee faces a serious fiscal predicament. Its budget deficit could top $100 million by 2010, and 
laws restrict its ability to raise taxes to help offset the shortfall. In 2008, with this conundrum in mind, a public 
official proposed leasing the Milwaukee Water Works to generate a new revenue source. The city needs an al- 
ternative to service cuts and fee hikes, but water privatization is an inadequate and possibly expensive option. 

In a lease, city officials expected that a private entity would pay the city half a billion dollars for the right to run 
the entire water utility for nearly a century. A water privatization of this size and scope is unprecedented in the 
United States, perhaps because it is risl^^ and potentially costly. 

Although Milwaukee’s main objective would be to obtain a large concession fee through the lease, the idea that 
this fee is low-cost or free money is based on a misconception. Any upfront payment that the city would receive 
is an expensive loan, which the community must repay through their water bills. 

In this report, Food & Water Watch used industry trends and the utility’s financial statements to analyze the 
costs associated with a long-term lease of the Milwaukee Water Works. The research found that despite rev- 
enue from investing a large concession fee, a lease could cost the Milwaukee community a net of at least $17 
million a year. For every dollar that the city receives from an endowment, water users, as a whole, could have to 
pay $1.60 to $5.20. 

These findings suggest that a water utility lease is not in the economic interest of the Milwaukee community. 
The city needs a reliable and responsible revenue source to sustain services, and water privatization is not a 
sound fiscal solution. It is an uncertain and cumbersome plan that could exacerbate, not ameliorate, the com- 
munity’s financial difficulties. 

Moreover, a lease effectively is an abdication of the city's responsibility to provide its residents with safe and af- 
fordable water service. If the city pursues this option, there is ample evidence that the community could suffer 
from high rates and poor service. In addition, a long-term lease would leave generations of Milwaukee resi- 
dents with little recourse in the event of unresponsive water service. Water users cannot vote private managers 
or state-appointed regulators out of office. 

Water privatization involves too many risks and hidden expenses, and would fail to resolve the city’s fiscal 
problems. Milwaukee needs a better solution — one that does not jeopardize its valuable 'water service. 
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Key Findings 

Cost implications for the community 

• A lease of the Milwaukee Water Works could cost the Milwaukee community a total of $17 million to 
$31 million a year. 

® By investing a concession fee into an endowment, the city could net between $7 million and $28 
million a year for its general fund. 

At the same time, because of the higher cost of private capital, a lease could increase the water 
utility’s revenue requirement by $38 million to $45 million a year — 55 percent to 65 percent — 
resulting in higher water bills for the consumers. 

• For every dollar that the city receives from an endowment, water users, as a whole, could have to pay 
approximately $1.60 to $5.40. 

High water bills 

• In Wisconsin, private water service costs 59 percent more than public water service. 

• Long-term leases with large concession fees can result in significant increases in water rates, according 
the U.S. Environmental Protection Agency. 

Loss of local control 

• Because water utilities are natural monopolies, a long-term lease would reduce consumer choice. 

• Tlie leasing company may construct water main extensions that encourage sprawl. 

• Although state regulators would oversee elements of the utility’s operation, according to the Association 
of California Water Agencies, regulation “provides a poor substitute for marketplace discipline or ballot 
box accountability.” 

• Studies have found that competition for water system contracts is rare, and long-term contracts that 
require private capital further reduces the list of viable competitors. 

Service concerns 

« Poor performance by private operators is the number one reason why cities decide to bring previously 
contracted-out services in house. 


Private operators can have a financial incentive to neglect system maintenance and upkeep. 
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“Here in Wisconsin, the water 
belongs to everyone. Our waters are 
held in trust for all of us to enjoy. 

As citizens of Wisconsin, we have a 
collective responsibility to protect our 
water resources.” 

- Wisconsin Department of Natural 
Resources, “The Waters of Wisconsin: 
A Progress Report July i, 2006 - 
December 31, 2007” 
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Residents in Milwaukee protest the privatization oftheirwatersystemalacity council meeting, June 2009. Photo by Jon Keesecker/Food i Water Watch. 


Introduction 

M ilwaukee’s fiscal crisis is serious. City officials predicted that its long-term struc- 
tural budget deficit would exceed $100 million by 2010. The value of its share of 
state aid, its largest single revenue source, had been shrinking for the past decade, and 
laws restrict tax increases. With its revenue raising ability limited, and with pension 
and other costs growing, the city considered cutting services and increasing user fees. 


In October 200S, with these constraints and the looming 
budget gap in mind, Milwaukee Comptroller W. Martin 
(Wally) Morics wrote to the common council and rec- 
ommended an alternative course of action: Leasing the 
Milwaukee Water Works.' 

Typically, in a lease, a private entity pays a city a sizable 
concession fee for the right to control a municipal water 
system for decades. These concession fees resemble ex- 
pensive loans. In a 1997 report, the U.S. Environmental 
Protection Agency called them “comparable to the 
'home-equity' loans popular with home owners across the 
country.”* 


water rates, perhaps worsening the financial hardship of 
cash-strapped households and local businesses. While evic- 
tion for overdue water bOls may seem extreme, for resi- 
dents in several cities, it is a very real threat.^ 

Overall, lease-concessions of water utilities are rare in the 
United States,^ but in the aftermath of tire housing market 
collapse, a few local governments, primarily in the long- 
suffering Rust Belt, considered privatizing their utilities. In 
2008 Akron residents voted against their mayor's initiative 
to lease their sewers, and in 2009 Chicago and Indianapolis 
reportedly were pursuing lease arrangements for their 
water systems.* 


After a lessee pays a large fee, it is basic business for it to 
want to recover that amount plus profit. It would have to 
generate additional revenue by cutting services or raising 


Milwaukee’s proposal, in particular, is remarkable. It was 
for a lease of a size and scope unprecedented in the United 
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States: A privatization of a large city’s entire water system 
for nearly a century.^ 

The comptroller hoped that a company would pay 
Milwaukee an upfront concession fee of more than half a 
billion dollars in exchange for the right to control the water 
utility for as long as 99 years. The city would put the pro- 
ceeds of the transaction into a special endowment to gener- 
ate an estimated $30 million annually to fund city services.’ 

Nearly the entire common council believed the idea had 
merit, and every alderperson present but Joe Davis ap- 
proved a resolution that authorized the comptroller’s office 
to seek out a team of financial advisers,® who would inves- 
tigate and facilitate a potential privatization. Half a year 
later, this process came to a grinding halt. 

In June 2009, as nearly 20Q people rallied on the steps of 
City Hall to voice their opposition to the privatization pro- 
posal, a council committee told the comptroller to hold off 
on selecting an adviser team and to investigate alternative 
revenue sources.® 

“The delay was because of overwhelming public opposi- 
tion,” said Chip Wall, president of the American Federation 
of State, County and Municipal Employees Local 952, part 
of District Council 48, which has more than 10,000 mem- 
bers in the area.'® 


AFSCME District Council 48 is a member of Keep Public 
Our Water, a broad-based coalition of many labor, faith, 
consumer, environmental and neighborhood organiza- 
tions, including Food & Water Watch, the Institute for 
\>^consin’s Future, Milwaukee Riverkeeper, the local chap- 
ter of the Sierra Club, Milwaukee Inner City Congregations 
Allied for Hope and the Riverside Park Neighborhood 
Association. KPOW opposes leasing the city’s water system. 

“I feel this lease is a terrible idea for Milwaukee,” said Wall. 
“To give public property to private for-profit entities is not 
smart.’’^ 

Karen Royster, the executive director of the Institute for 
Wisconsin’s Future, said the lease proposal is “a desperate 
measure” that is "shortsighted and would be harmful for 
the city."“ 

The coalition canvassed neighborhoods, met with public 
officials and contacted local radio stations and newspapers 
to inform the public about the privatization proposal. After 
just a few months of organizing, KPOW was able to con- 
vince the common council to delay the lease. It was a major 
victory, and the coalition intended to continue organizing 
until the common council passed a resolution ensuring that 
it would never privatize the water system. 

“We hope to ensure that the proposal is buried, for good.” 
said Royster . *3 


Financial Advisers: Aiding and Abetting Privatizations 


Generally, the first step In priva^zing a public utility is to hire a team of 
financial advisers. Despite appearances, these advisers are not impaitial 
judges; they can have a strong financial incentive to push through deals. 
Who are (he advisers? A select group of firms have facilitated or en- 
abled the privatization of public water utilities. They have included: 
Malcolm Pimie, whose “flawed analysis," in words of Massachusetts' 
Inspector General, found that a long-term sewer lease would save 
money for Lynn, Mass,'* 

CH2M Hill, which operates municipal water utilities through its subsid- 
iary OMl;’* 

Camp, Dresser, and McKee, which participates in the design, construc- 
tion and sometimes operation of water plants;" and 
Arthur Andersen, which collapsed in connection with the Enron scan- 
dal.'' 

in recent years, big banks, which also invest in infrastructure, have 
served as consultants on public works projects.’* For example, with 
the financial advice of Morgan Stanley, Akron, Ohio, pushed forward on 
privatizing its sewers, but residents voted down the plan.'* 

How do the advisers make their money? They are often paid in two 
parts: ( 1 ) a base non-contingent fee, which they receive regardless of 


the outcome ofdie privatization, and (2) a contingency fee. which they 
receive only if the privatization goes through. The contingency fee usu- 
ally Is a percent of the contract value or concession fee. 

Milwaukee considered such "success based compensation to be the 
primary compensation method" for its financial consultants.** And of 
the one and a half dozen teams that applied for the adviser contract, a 
majority said they would receive payment only if the privatization actu- 
ally happened. The advisers would have e strong financial Incentive to 
recommend a costly, long-term privatization, even if It were a bad deal 
for the community. 

As Daniel Bice wrote in his column tor the Milwaukee Journal Sentinel, 
"in other words, these would not have been impartial advisers who might 
conclude that it's not in the city’s best interest to turn over control of this 
most baric life necessity."*' 

Perhaps because of the payment structure, these legal and financial 
support teams do not necessarily protect communities from inadequate 
contracts. Lynn. Mass., spent more than $3 mililort on privatization con- 
sultants wdien (t leased its sewer system for 20 years, but according to 
Robert Cerasoll, die Inspector General of Massachusetts, "[U)nfortunate- 
ly, this expensive investment in expertise has not protected the ratepay- 
ers from a bad deal?' Cerasoll found that the lease likely would “result in 
unnecessarily high costs for ratepayers,"” 
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Milwaukee Water Works: A Well-Run 
Operation 

Milwaukee considered leasing its Water Works not because 
the utility is a burden and liability, but because it is one of 
its most valuable assets. When Morics first presented the 
proposal to a committee of the common council, he ac- 
knowledged, “If we had another asset to sell, we wouldn’t 
be talking about this.” He added, "It’s not about the quality. 
It’s excellent. It’s managed well. They turn out a fantastic 
product.”” 

The Milwaukee Water Works is a well-run operation. It 
has taken a proactive stance on monitoring for potential 
contamination, going above and beyond the legal require- 
ments. It tests for more than 500 unregulated pollutants, in 
addition to the 90 compounds required by law, and it was 
one for the first utilities to monitor for endocrine disruptors 
and pharmaceuticals.®* 

The results of these analyses, available online in an acces- 
sible format, show that Milwaukee meets or exceeds federal 
and local water quality regulations. For example, in 2008, 
the utility had no violations, and it detected neither hor- 
mones nor endocrine disrupters in its drinking water.” 

What’s more, Milwaukee residents receive this high qual- 
ity water service for one of the lowest prices in the state,** 
and in the nation. In aoo8 the Water Works charged 22 
percent less than peer utilities across the country did. Yet, 
despite their lower water bills, households in Milwaukee 
spent around the same portion of their income on water 
service as the typical household nationwide spent. That’s 
becanse Milwaukee household incomes tend to fall below 
the national average.” 

Privatization could affect the quality and the cost of water 
service. 

“I feel this lease is a terrible 
idea for Milwaukee. To give 
public property to private 
for-profit entities is not 
smart.” 

- Chip Wall, president of 
AFSCME Local 952 



Cost Analysis 

“We have one bullet left," Morics told a committee of the 
common council, “and that’s the Water Works.”*^ 


Milwaukee faces a considerable revenue shortfall and needs 
to find a new source of income in order to maintain city 
services, but a water system lease will not be the silver bul- 
let that solves the city’s budgetary problems. In fact, a lease 
could increase costs and aggravate the community’s finan- 
cial predicament. 

An analysis by Food & Water Watch found that a lease 
could cost the Milwaukee community at least $17 million a 
year (see table 1). 

The analysis looked at two scenarios; a best case and a 
worst case. The best case began by maximizing the city’s 
revenue through a large concession fee and then it mini- 
mized the re.sulting costs. The worst case assumed a smaller 
concession fee and took the upper bound of expected costs. 
Both scenarios predicted that the community would sustain 
multimillion losses, from $17 million to $31 million a year 
(see table l and table 11 in appendix). 
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Although the city’s general fund could net $7 million to $28 
million a year by investing a concession fee into an endow- 
ment, water users could have to pay higher rates because of 
the increase in capital costs (see table 1 and tables 3 and 4 
in appendix). 


The dt/s revenue from an endowment seems inadequate to 
compensate for the increase in capital costs. For every dol- 
lar to the dt/s general fund, water customers, as a whole, 
could pay approximately $1.60 in the best case and $5.40 
in the worst case. 


The Wisconsin Public Service Commission regulates all wa- 
ter utilities in the state. It sets water rates to allow ntilities 
to recover the full economic cost of their capital investment, 
which includes profit, income taxes and interest payments 
on debt. This analysis found that a long-term lease could 
increase capital costs by $38 million to $45 million a year 
(see table 1 and table 10 in appendix). The utility would 
pass the added expenses onto its customers through higher 
water charges. 


Because of the greater cost of private capital, a lease ap- 
pears to be an expensive way to raise funding for city ser- 
vices. These findings suggest that a lease of the Milwaukee 
Water Works is not in the economic interest of the 
community. 


Compared to the municipally run Milwaukee Water Works, 
a leased utility could have higher interest rates on bonds 
and other loans and receive a larger return on equity {see 
tables 5 and 6 in appendix). Uulike the municipal utility, it 
also would have to pay income taxes on its profits (see table 
9 in appendix). The analysis assumed that the value of the 
utility’s capital investment would be the concession fee, so a 
larger fee would have greater capital costs. 
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Fo d & Water Watch Analysis; A Lease of the Milwaukee Water Works Could 
Cost the Milwaukee Community at Least $17 Miliion a Year 


Table 1. NET COST OF LEASING MILWAUKEE WATER WORKS 


REVENUES TO MILWAUKEE'S GENERAL FUND (millions of 2008 dollars) 


(a>Conc0sstonfea , 

The .city expects to receive a large upfront odncessicin fee fresh the lessee.' 1118 comptroltef . . o * 

estirhated this fee would be as much as $600 miliiorii which is taken as the best-case estimate/ Th&v e- t 
worst-case concession fee IS art approximation ot me uniays 2008 rale ■ 

$600 

$300 -1 

(b) Defeasance of outstanding debt 

The city could have to retire the unpaid portions of municipal bonds used to finance improvements 
to the water utility. 

-$27 

-$27 

{c),Transaction cost© '-T. . -■ f;.- ■ 

Plannfngv negotiationsi arbitratrorrand arrangement of the cbhfract typicE^ cost 2 td 10 percent of 
total project costs, which IS assumed to be the concesaoo fee: See. table2tn appendix: » 


$30 j 

(d) Net proceeds from the lease (lines a + b + c) 

$561 

$243 

(e), Net rate of rehirh oh endowmenfi ■ • : ' j c ••••■’.- 

The comptroller planned to invest the net proceeds of the lease into an endowment to generated- -- ' ^ 
revenue lor city senses. The endowment could have a net rate of return of as much as 5 percent, 
bSsed on early projections, by the comptrdlen The return ebuM be 3 percent, whidt is thelO-year > r 
annualized return on Wisdohsin’s Local Government Inveshnent Pool as of August 2009 \ .>7^ 

5% j 

/ 

= '3% - 

A 

(1) Annual return on endowment (line d X line e) 

See table 3 in appendix. 

$28 

$7 

(glli^diiibnitaxreyenuetogerieralfundf',. ^ ^ " C ^ '' 

T^;e city should contihueta receive payrnentAinKeuoft^i eqiitvaiehttotoe amount paid by tosir 
municipaily operated utility^ and It Would not receive addifibnal income tax revenue, from the lessee^-’. 

(h) Subtotal annual revenue to the city's general fund (lines f*g) 

See table 4 In appendix. 

\ t 

$23 

1 

S7 

EXPENSES PAID BY WATER USERS 



Private capital usually is more expensive than public capital, and the lessee would pass on its added capital costs to water users 
during rate design. Milwaukee Water Works' rate base was $281 million and its capital structure was approximately 10 percent debt 
and 90 percent equity In 2008. This analysis assumed that a lessee's rate base would be me concession fee and Its capital structure 
would be 65 percent debt in the best case and 50 percent debt in (he worst case. 

(I) Increase ihbosfdfdebt'''-’ v'-v'y.'.'' ' y-.’?, • " . • 

Private debt costs rnore than public debt. Milwaukee wiater Wprksi consolidated cost of debt was': - 
3.S percent, The Interest rate on private debt is assumed to be 5 percent in the best case and 7' ' 
percent In the worst case; See table 5 in appendix, y, . 

'•$19- ;. .-. 


(j) Increase in return on equity 

Private utilities can earn larger returns on their equity investment. Milwaukee Water Works had an 
estimated 0.69 percent return on municipal equity in 2008. The lessee could earn an 8 percent to 

12 percent return on equity, based on the return of a large private water utility in Wisconsin. See 
table 6 in appendix. 

•$15 

-$16 

(k) Corporate income taxes- ' 

Unlike the municipal utility, the lessee would have to pay federal and slats income taxes on its. 
equity return, its profit, which.is grossed up to include these taxes. The state income tax rate is 7.9: . 
percent and the federal corporate income tax rate is 35 percent, for a composite tax rate of 40.1 
percent. See tables 7, 8 and 9 in appendix. 

-$ii ' 

. -$i2;- j 

(1) Subtotal additional annual expenses paid by water users (lines i + /+ k) 

The increase in capital costs could be fully recoverable through water charges, so it could be 
included in the utility's revenue requirement during ratemaking. Water users, as a whole, could 
have to pay $38 million to $45 million a year more in their bills. See table 1 0 in appendix. 

■$45 

-S3d 

Net Annual Cost to the Community (lines h + i) 

See table 11 in appendix. 

-$17 

.$31 


Note: Figures based on Milwaukee Water Works’ 2006 financial statements. See appendix for methodology. 
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Rate Increases 

“Wally, how is this different from what Milwaukee County 
did with the transit system? ... They privatized it They 
thought it was going to generate revenue. Now the transit 
system, because of fare increases, is running into difficul- 
ties. They balanced the budget on that privatization initia- 
tive on the backs of what I consider people of color." 

- Milwaukee Alderman Joe Davis asked Comptroller Wally 
Morics during a common council committee meeting in 
November 2008.’^® 

More than half of Milwaukee residents are people of color,®® 
and one in four people lives below the poverty line.®* 
Because water bills are regressive, any rate increase will 
disproportionately affect working families. 

Yet, as the cost analysis indicates, rate increases seem inevi- 
table if Milwaukee leases its water utility.®® In Wisconsin, 
private utilities charge 59 percent more for water service 
than public utilities do,®® and according to EPA, long-term 
leases with large concession fees — the type of arrangement 
that Milwaukee seeks — can result in "significant increases” 
in water prices.®* 

Under Milwaukee’s existing law, water charges are liens on 
the property that receives water service.®® If a household 
or business owner fails to pay their bills, Milwaukee can 
confiscate any personal property belonging to the property 
owner to sell for payment.®® During contract negotiations, 
the city may agree to continue this practice for the private 
operator. 

In Milwaukee, ifhouseholds and businesses cannot afford 
to pay their water bills, the lessee could cut off their water 
service. Worse, it is possible that they would face eviction 
from their homes or places of business. 

Loss of Local Control and Public 
Choice 

“Water is one of Milwaukee’s primary resources,” said 
Royster of the Institute for Wisconsin's Future. “I am 
generally against privatization but this proposal represents 
a real capitulation by the city to private interests with long 
term damage to the community,”®^ 

High costs and high prices are not surprising consequences 
of water privatization, because water service is a natural 
monopoly and lacks a true market. Consumers can exer- 
cise choice only at the ballot box through the election of 
the pnbiic officials who oversee their utility. If Milwaukee 
leases its water system, the public would lose its ability to 
choose. 



The city, too, could not choose another service provider and 
would be bound to the terms of a single contract for the 
full duration of the lease, which could be nearly a century. 
Under most circumstances, assuming no violation of con- 
tract provisions, the city could exit the lease early only by 
paying a substantial termination fee to the leasing compa- 
ny. It is no wonder that Alderman Jim Bohl told his fellow 
aldermen, in reference to the contract length, “It scares the 
dickens out of me.”®® 

Even the best contracts are unable to account for the 
changes that occur over a century, and the terms of the 
lease could restrict the city's ability to respond to shifting 
social, economic and environmental circumstances, includ- 
ing climate change, which could affect its water supply. 

The contract length becomes especially important because 
of the high degree of control that the city would abdicate 
to a private entity. For example, the city would no longer 
determine water rates or capita! improvement plans, which 
affect water quality. 

During contract negotiations, the city also may bargain 
away its supervision of bulk water sales and service area 
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expansion. 3 ^ Because a water corporation has different 
goals than a city does, it will make its decisions using a 
different set of criteria, often one that emphasizes profit- 
ability. This would have important equity and environmen- 
tal implications.*® For example, a company may construct 
water main extensions that encourage sprawl. 


Service Concerns 

Without strong public oversight, a private operator could 
cut comers and sacrifice service quality to increase its prof- 
its. Such neglect could result in low pressure or discolored 
water. 


Regulation Is Inadequate 

Although the Wisconsin Public Service Commission would 
oversee the privatized utility, much as it currency does for 
the city operation, regulation fails to compensate for the 
loss of local control. As the Association of California Water 
Agencies noted, regulation is "imperfect” and "often pro- 
vides a poor substitute for marketplace discipline or ballot 
box accountability.”*' 

By its nature, regulators cannot give the same attention 
to Milwaukee’s specific needs as local, elected officials can 
give. The governor of Wisconsin appoints the three com- 
missioners who direct the Public Service Commission. 
Their offices are not in downtown Milwaukee but more 
than an hour west in Madison, and they must oversee t.iio 
public utilities and make hundreds of decisions a year.*“ 

Milwaukee’s common council may have to make only a 
couple major water-related decisions a year, and residents 
can visit their alderperson and directly express their con- 
cerns about the water operation. If the alderperson fells to 
respond, the community can vote them out of office. The 
public lacks similar mechanisms to address their concerns 
with private utilities and regulators.** 


Poor performance is the number one reason why cities 
bring previously contracted services In house. In a survey 
of 24s municipalities, nearly three-quarters of cities ended 
privatization because of the contractor’s unsatisfactory 
service.** 

Private sector performance is usually driven by competi- 
tion, hut municipalities rarely have any real competition 
for water privatization deals,*’ largely because there are 
few competitors remaining. Since the 1990s, the market 
has been consolidating rapidly, 5° and over the last decade, 
the number of major U.S. contract operators fell from 16 to 
six.® 

Despite the lucrative nature of a long-term lease, 

Milwaukee could receive a limited number of qualified 
bids. Veolia Water and Suez-owned United Water are two 
possible bidders. Only the largest water corporations tend 
to have access to private capital,** particularly an amount 
needed to pay Milwaukee a sizable concession fee. 

With little competition, Milwaukee has few choices and less 
room to negotiate a good contract that protects the interests 
of its residents. The larger and longer the contract, the nar- 
rower the list of viable competitors, which one expert said 
results "in an oligopolistic market.”** 


Lack of Disclosure 

A lack of disclosure further complicates public oversight. 
Corporations may refuse to reveal certain data by claiming 
they are confidential or trade secrets, and the general public 
often is not privy to the same level of information as regula- 
tors are. A lack of disclosure impedes public participation. 

The initial stages of Milwaukee’s lease process are telling 
of this. There was such little public disclosure about the 
advisor selection that a column in the Milwaukee Journal 
Sentinel had the headline: “Water consultant deal as clear 
as mud.”** 

Members of KPOW would agree. According to Royster of 
the Institute for Wisconsin’s Future, the city wanted to 
keep the lease out of the “spotlight”** Indeed, there were 
no formal public meetings to inform the community, gauge 
their opinion or address their concerns.** Fortunately, 
KPOW organized and shed light on the issue. “KPOW was 
the spotlight,” Royster said. Its efforts forced the coundJ to 
delay the lease, she said, “because there was too much noise 
and attention on the proposal.”*^ 


“Water is one of Milwaukee’s 
primary resources. I 
am generally against 
privatization but this 
proposal represents a real 
capitulation by the city 
to private interests with 
long term damage to the 
community.” 

-Karen Royster, Institute for 
Wisconsin’s Future 
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Mortgaging MUwauke 's Future; 

Why Leasing the Water System Is a Bad Pea/ for Consumers 


Milwaukee faces a difficult 
financial situation, but a 
water system lease is not the 
solution that certain public 
officials hope it to be. It is not 
a sure-fire way to generate 
revenue. In fact, this analysis 
found that it could have a 
net public cost of at least $17 
million a year. 


Ways Forward 

Milwaukee faces a difficult financial situation, but a water 
system lease is not the solution that certain public officials 
hope it to be. It is not a sure-fire way to generate revenue. 

In fact, this analysis found that it could have a net public 
cost of at least $17 million a year. 

While it is understandable that polic^Tnakers want to con- 
sido- a range of options, they must recognize that the price 
of pursuing certain endeavors, like a water lease, is not 
worth the potential outcome. Water privatization requires 
expensive and time-intensive studies, and it often results in 
a net loss of public resources. 

The city should not pursue a risky financial arrangement. 
Instead, Milwaukee should aim for a responsible fiscal solu- 
tion that does not involve considerable costs or jeopardize 
the quality of its water service. 

To those ends, Milwaukee’s common council must reject 
any proposal to lease its water utility. Only with local, pub- 
lic control can Milwaukee ensure that the entire community 
has access to safe and affordable water service. 


“The farther you get from competition,” Dan Jones, 
Houston's former deputy director of public works and engi- 
neering, told the 5a/rimore Sun, “the less comfort you can 
have that you’re getting a good price.” Jones also recom- 
mended against turning a full system over to a private op- 
erator: ‘"Trading a public monopoly for a private monopoly 
doesn’t seem like a good deal.”®* 

Indeed, in the absence of market forces, private op- 
erators can have a financial incentive to neglect repairs. 
"Companies can delay required maintenance in ord6r to 
receive short-term profits,” reported the Association of 
California Water Agencies, "then argue for increased rates 
to cover suddenly-critical maintenance requirements.”®® 

As a result, the system can deteriorate and water qual- 
ity and service can worsen. According to a report by the 
National Rural Water Association, “Asset deterioration can 
be particularly problematic under the long-term contract 
operations and the asset lease models.”*® 

Can Milwaukee ensure that at the end of a 99-year lease, it 
would get back a system in good condition? 
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Appendix; Methodology of Cost Estimations 

The sections below describe the cost estimates from table x on page 5 in more detail. These figures are based on Milwaukee 
Water Works’ 2008 financial statements and are expressed in 2008 dollars. 

Revenues and expenses are estimated based on two scenarios: 

The best-case scenario maximizes the revenue to the city’s general fund. It assumes a large concession fee and rate 
of return on the endowment. It then minimizes costs by taking the lower boimd of the range of expected transaction and 
capital costs. 

The worst-case scenario assumes a smaller concession fee, a more typical endowment return and the upper bound of 
the range of expected transaction and capital co.sts. 


Income to Milwaukee's General Fund 

Concession Fee 

It is difficult to estimate the market value of a long-term 
concession of the Milwaukee Water Works for two main 
reasons; (1) There is no known concession or sale of a U.S. 
municipal water utility of comparable size; and (2) there is 
no known lease-concession of a water system in a state that 
regulates publicly owned utilities. Rate of return regulation 
could limit the size of the concession fee. 

According to news reports, Morics estimated that 
Milwaukee could receive a concession fee of as much as 
$600 million.*’ That is greater than the utility’s total assets, 
which was $434 million at the end of 2008,** so this analy- 
sis uses $600 million as the best-case concession fee. 

A standard purchase price for a state regulated utility is 
the original co.st of the utility less depreciation,*’ which is 
similar to another benchmark for an acquisition price, the 
rate base.*® In 2008 the Milwaukee Water Works had a rate 
base of $281 million. This is the value of the utility financed 
by the utility or the city, plus materials and supplies, less 
depreciation and regulatory liability. It excludes the con- 
tributed utility plant assets, which the city and utility did 
not finance.*' In ratemaking, regulators apply a rate of 
return to this value to determine the utilit^s return. 

Regulators could decide against adjusting the rate base to 
allow the lessee to earn a return on the full value of its in- 
vestment, the concession fee. As a result, it is possible that 
a lessee would pay a concession fee only up to the munici- 
pal utility’s rate base. For that reason, this analysis takes 
an approximation of the rate base, $300 million, to be the 
worst-case concession fee. 


Debt Defeasance 

In the past, the city has financed large water projects with 
loans from Wisconsin's Drinking Water State Revolving 
Fund or general obligation bonds that are exempt from 
federal income taxes. 

A private water utility in Wisconsin typically cannot do the 
same. The lease agreement could cause the water util- 
ity to lose access to tax-exempt bonding and low-interest 
loans from the state’s Safe Drinking Water Loan Program. 
Although the City of Milwaukee could issue private activity 
bonds for the lessee, these bonds are subject to restrictive 
regulations, including a state volume cap.“ 

As of the end of 2008, Milwaukee Water Works had ap- 
proximately $27 million in outstanding debt: $10 million 
in Safe Drinking Water State Revolving Fund loans and 
$17 million in general obligation bonds.** The lease could 
force the utility to retire or defease this debt. To do that, the 
city would have to place enough cash into an irrevocable 
escrow account to pay off the bonds as they become due. 
The trust would purchase essentially risk-free government 
obligations to the amount, timing and collection of the 
interest and principal of the defeased bonds.** This analysis 
assumes that the cost of defeasance is approximately $27 
million, the outstanding principal of the utility’s debt. 

Other municipalities have used part of their concession fees 
to rid their utilities of existing debt during the privatiza- 
tion process. For example, when Cranston, R.I., leased its 
wastewater utility for 20 years, it used $25 million of the 
$48 million concession fee to retire the system’s outstand- 
ing municipal bonds. After meeting all of these obligations, 
the city had less than half of the concession fee remaining 
for its general fund.** 

This analysis assumes that the concession fee would have 
an initial reduction of $27 million to cover debt defeasance. 
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Transaction Costs 


Leases are complicated and expensive to set up. Th^ 
involve planning, decision-making, negotiations, arbitra- 
tion, arrangement and contract supervision.** A study of 
water and sewer systems estimated that transaction tx)sts 
range from 2 percent to lo percent of total project costs, 
although it noted that consistent and comparable data are 
rare because of the proprietary nature of the information. 
Transaction costs also are higher in pioneering projects,®^ 
as Milwaukee’s lease would be. 


Table 2. Estimated Cost of a Lease Transaction 
(in millions of 2008 dollars) 


Best Case Worst Case 

(a) Cqncession fee ^ ^ ., 4 , ,1 

, $S0®,=,7r.:^.: 

$300 

(b) Cost of the transaction 

2% 

10% 

(c) TTainsaetjon costs (line's X Ime b): 

$12 

,-$30 


The analysis assumes that these costs would be 2 percent 
of the concession fee at best and lo percent at worst. So, 
the transaction costs would be $12 million in the best-case 
scenario and $30 million in the worst-case scenario (see 
table 2). 

Milwaukee budgeted $10,000 for an initial financial adviser 
to help select the larger privatization consultant team.** 
Although the comptroller’s office has received bids from 
potential privatization consultants, it has refused to dis- 
close the bidders and their prdposed fees.** However, based 
on the proposals he received, Modes realized the city could 
incur "potentially significant" out of pocket costs.” 

In fact, Modes noted in his original testimony about the 
proposal that leases are "complicated” and require time-in- 
tensive negotiations, and he referred to one lease document 
that was more than 800 pages.^' Because of their complex- 
ity, leases require specific contract language to ensure ad- 
equate service, but there is an inherent difficulty in drafting 
specifications for the service of a ftill utility.” 

As a result, even with lengthy and expensive negotiations, 
long-term projects inevitably involve considerable uncer- 
tainty, which ffirther inflates contracting costs, since pricey 
renegotiations are often necessary.” A study of more than 
1,000 infrastructure concessions in Latin America and the 
Caribbean found that three-quarters of the water and sani- 
tation contracts were renegotiated, typically within the first 
two years.” 


Endowment Return 

Early estimates from the city found that a concession fee 
of as mudi as $600 million, when invested into an endow- 
ment, could generate $30 million a year to fund city ser- 
vices.” This produces an annual rate of return, net of fees 
and overhead, of approximately 5 percent. 

Given the condition of the market in 2009, 5 percent is 
taken to be the best-case net rate of return on an endow- 
ment So, in the best-case scenario, Milwaukee would invest 
the proceeds of the lease into an endowment that generates 
$28 million a year for the general fund (see table 3). 

In 2009 many investors saw zero or negative returns. In 
fact, a large part of Milwaukee’s 2010 budget shortfall 
was due to stock market losses on its pension fund, which 
required the city to contribute nearly $37 million. The city 
contribution to the pension fund was expected to increase 
in 2011 and 2012.” 

To determine a reasonable worst-case expected return on 
an endowment, this analysis looked at Wisconsin’s Local 
Government Investment Pool. The investment pool had an 
annual interest rate of 0.33 percent at the end of August 
2009, and its lo-year annualized return was 3.40 percent 
as of the first quarter of 2009.” Because the comptroller 
indicated that he preferred using a 7-to-io-year moving av- 
erage to determine disbursements to the city,’* this analysis 
uses 3 percent as the worst-case net rate of return. 

In the worst-case scenario, Milwaukee would invest the 
net proceeds of the concession into an endowment with a 
3 percent return and generate approximately $7 million a 
year for the general fund (see table 3). 

Given the volatility of the stock market, this worst-case 
value could overestimate the actual return. In addition, 
Wisconsin’s Local Government Investment Pool is more 
than 100 times the size of Milwraukee’s anticipated endow- 
ment,” so overhead costs could be a larger percentage of 
Milwaukee’s endowment return than they were for this 
pool. 

Table 3. Estimated Return from Investing th 
Concession Fee (in millions of 2008 dollars) 


Best Cass Worst Case 


(a) Concession Fee 

(b) Debt defeasance (principal plus 
interest) 

(c) Transaction costs (table 2, line c) 

$600 

-$27 

-$12' 

$300 

-$27 

-$30 

(d) Net proceeds (lines a + b + c) 

(e) Net investment rate of return 

$561 

5 % 

$243 

3% 

(f) Annual net return from 
endowment (line d X line e) 

$28 

$7 
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Tax Revenue 


Annual Cost to Water Users 


The Milwaukee Water Works, as a public utility, is exempt 
from property taxes, so it makes payments in lieu of taxes 
to the city. Under a long-term lease, the utility should retain 
this tax-exempt status, since the city would remain the 
property owner.®® In this case, the lessee should continue 
to make property tax equivalent payments equal to the 
amount the municipally run utility would m^e. This analy- 
sis assumes no change in these revenues to the dty. 

Indeed, Morics said that he presumed these payments 
would continue because the city could require it as part of 
the lease agreement.®' However, there is a possibility that 
the city could forfeit this revenue during contract negotia- 
tions, possibly in exchange for a larger upfront concession 
fee. If Milwaukee decides to pursue a lease, city officials 
must protect residents and negotiate a strong contract that 
preserves the tax -equivalent payments. 

Milwaukee should not see any additional tax revenue from 
the deal. Although the lessee would have to pay federal and 
state income taxes, the city does not levy income taxes. In 
fact, Wisconsin law expressly forbids municipalities from 
levying tax on incomes.®* 

Further investigation is required to determine whether the 
city would lose any of its state shared revenue as a result of 
the lease. At least one alderperson expressed concern about 
how a lease would affect that revenue source . *5 

Net Income to General Fund 
The net income to the general fund is the revenue from the 
endowment plus additional tax revenue to the dty. In the 
best case, the city could net $28 million for its general fund, 
and in the worst case, It could net $7 million (see table 4). 


Table 4. Estimated Annual Income to the 
General Fund of the City of Milwaukee (In 
millions of 2008 dollars) 


Best Case Worst Case j 


(a) Annuli return on investment (see- 
tabieS; linef),:' 

(b) Additional tax revenue 

(c) Total annual income (line a + 
line b) 


S28. . 
$0 


$7 

$0 


Water users could see their rates increase to cover the 
added cost of private capital. 

Cost of Capifaf 

state regulation allows utilities to earn a return on their 
capital investment. When regulators set water rates, they 
include interest payments, profits and income taxes in the 
revenue requirement. This allows utilities to pass on the full 
economic cost of capital to water users. 

Investment Rate Base 

The Milwaukee Water Works earns a return on the value 
of the utility that it or the dty financed, plus materials and 
supplies, less depredation and regulatory liability. This 
value, called the rate base, was $281 million in 2008. It 
does not include the value of the utility assets that were 
contributed.®'* 

Assuming that regulators would adjust the rate base up to 
the concession price to allow the lessee to recover its invest- 
ment, the rate base would be $600 million in the best case 
and $300 million in the worst case. 

Capital Structure 

Milwaukee Water Works’ capital structure was approxi- 
mately 90 percent municipal equity and 10 percent debt in 
2008.** 

The weighted average capital structure in the water indus- 
try is approximately 50 percent equity to 50 percent debt.®® 
The Wisconsin Public Service Commissions indicated that 
this is considered to be the optimum capital structure.®’ 
However, because private equity usually is costlier than 
private debt, a smaller equity to debt ratio tends to have a 
smaller revenue requirement.®® Therefore, this analysis as- 
sumes that the capital structure would be 35 percent equity 
to 65 percent debt in the best case,®’ and 50 percent equity 
to 50 percent debt in the worst case. 
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Cost of Debt 

In 2008 the Milwaukee Water Works’ composite cost of 
debt was 3.5 percent,’® which is nearly half the typical inter- 
est rate on private debt.’' 

The six-month daily average coupon on a private utility 
bond issued between January 1, 2009 and June 30, 2009 
was 6.51 percent, and the 12-month bond yield average 
for a typical public water utility bond was 6.65 percent in 
2008.’3 Based on these averages, this analysis assumes that 
the lessee’s cost of debt would be 7 percent in the worst 
case. 

The best-case cost of debt is taken to be 5 percent, based 
on the composite debt cost of Aqua America, the second 
largest publicly traded investor owned water utility. Aqua 
America had a weighted average cost of debt of 5.58 percent 
in June 2009 and of 5.35 percent at the end of 2008.*’ 
American Water, the largest publicly traded investor owned 
water utility in the nation, had a debt cost closer to the 
average utility bond. As of June 2009. its weighted average 
cost of debt was around 6 percent and new debt issuance 
rates ranged from 6.5 percent to 8.5 percent.” 

Private utilities can access low-interest Drinking Water 
State Revolving Fund loans in most states but not in 
Wisconsin, so the lessee of Milwaukee Water Works should 
expect to have a greater composite debt cost than pri- 
vate utilities in other states. Because of this, 5 percent is 
a conservative value that could underestimate the cost of 
privatization. 

Based on these assumptions, the lessee’s cost of debt would 
be $20 million in the best case and $11 million in the worst 
case. That means a lease could increase the annual debt 
cost by $10 million to $19 million (see table 5). 


Tab! 5. Estimated Added Cost of Debt (in 
mtilions of 2006 dollars) 



Milwaukee 

Lease Estimates 



Works 

(20081 

Best Case 

Worst 

Case 

(a) Capital investment 

$281 

$600 


$300 

(b) Debt {% of 

Investment) 

10% 

65% 


50% 

(c) Total debt (line a X 
line b) 

$28 

$390 


$150 

(d) Composite cost of 
debt 

3.5% 

5% 


7% 

(e) Total cost of debt (line 
c X line d) 

$1 

$20 


$11 

(0 Added coat of debt 

(line e - Milwaukee Water Works debt 
cost) 

$19 


$10 


Return on Equity 

In 2008, Milwaukee Water Works’ total net equity was 
approximately $250 million, which is the rate base less 
outstanding debt. The total return on equity was $2 million, 
whidi is total net operating income of $3 million less $1 
million of debt costs.** Thus, its rate of return on municipal 
equity was 0.7 percent (see table 6). 

Private utilities typically can have an after-tax rate of return 
on equity of approximately 10 percent. It is the industry’s 
desired bendtraark return.’^ Wisconsin’s only large private 
utility that provides water service had an authorized rate 
of return on common equity of 11 percent and a reported 
rate of return on common equity of 8 percent in 2008.’® In 
the past, the Public Service Commission of Wisconsin had 
authorized returns on equity of at least 13.5 percent, but 
since the early 1990$, its authorized rates have been around 
12 percent.” 

In this analysis, the best-case scenario assumes an 8 per- 
cent return on equity, and the worst-case scenario assumes 
a 12 percent return on equity. Using these values, the lessee 
would have a return on equity that is $15 million more than 
the municipal utility's 2008 return in the best case and $16 
million more in the worst case (see table 6). 


Table 6. Estimated Added Cost of Equity (in 
millions of 2008 dollars) 



Milwaukee 

Lease Estimates 








Works 

(2008) 


Best Case Worst Case 

(a) Cetpitai investment 


$281- 

$800.' 

$300 

(b) Equity (% of 
Investment) 


90% 

35% 

50% 

(c) Total equity (line a X 
lirwb); 


$253 

$210-':. 

$150 

(d) Net rate of return on 
equity 


0.7% 

8% 

12% 

(e) Net return on equity 
(line cX line d)i.’v... 


' $2 

$17.-’'- 

$18 

(f) Added return on equity 
(line e - Milwaukee Water Works 
return on eauitv) 


SIS 

$16 
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Income Taxes 

Milwaukee Water Works as a municipal utility pays no 
income taxes. It reinvests its earned return into the water 
utility or the city. A leasing company would have to pay 
income taxes. 

Wisconsin levies a 7.9 percent tax on corporate income,*®® 
and the federal income tax rate is 35 percent on corpora- 
tions making more than $18.3 million a year.'®’ Assuming 
that the leasing company or its parent has a consolidated 
taxable income that falls in this highest tax bracket, the 
composite tax rate would be 40. 1 percent (see table 7). 

Income taxes are included in a utility's revenue require- 
ment. The return on equity is adjusted, grossed up, to 
account for them (see table 7 and table 8, line d)."“ This 
analysis found that income taxes would be $11 million in 
the best case and 312 million in the worst case (see table 9). 


Table 7. Tax Factor 


Whole return on equity 

100.0% 

- State tax rat©/- 



92.1% 

XFederaldax' rata. '■'..'r ';V . 

‘ *■ :’3S.0% 

Effective federal tax rate 

32.2% 

+ State J, 

- * ■ , 1 79% 

ComposHe tax rate 

40.1% 

Qroslupfi^wl f? (l-composite'tix rate^J:??’-' 

“ • * 

Gross up factor; 

1.67043 


Total Added Cost to Water Users 

The economic cost of capital under a lease is the sum of 
the cost of debt, return on equity and taxes on corporate 
income. State regulators add these costs to the revenue 
requirement during rate design, so with ail else equal, any 
increase in capital costs would correspond to higher rates 
for water users. 

In the best-case scenario, the economic cost of capital 
would be $48 million. That means the lease would add $45 
million onto the revenue requirement (see table 10). 

In the worst-case scenario, the economic cost of capital 
would be $38 million. That means the lease would add $35 
million onto the revenue requirement (see table 10). 

Based on this analysis, a lease could increase the utility’s 
revenue requirement by $38 million to $45 million a year. 
This would be an increase 0(55 percent to 65 percent over 
the Milwaukee Water Works' operating revenues in 2008.’®^ 


Table 8. Weighted Economic Cost of Capital 


Financial Capital Structure 

Best Case 

Worst Case 

Amt (millions) [Ratios ICost [WqfdCost 

Amt (millions) i Ratios 1 Cost j Wgt'd Cost 

(a) Equity , , 

(b) Debt 

(c) Capital investment... . v'-.;,'- 

(d) Income taxes [(gross up tax 

(e) Economic cost of coital (lin 

.'...v $210. 35%: 2.80% 

3390 65®/® S% 3,25% 

$150^5:,;, .,1;.. 5p®Av;;;12% . 7.,., 6.00% 
$150 50®/® 7% ' 3.50% 


HIHES 


Table 9. income Tax Calculation (In millions of 
2008 dollars) 



Best Case 

Worst Case 

(a) Total capital 

. $600 

$300 

(b) Weighted cost of income taxes 
(see table 8, line d) 

1.88®/® 

4.02% 

(c) Income taxes (line a X line b) 

$11 

$12 


Table 10. Estimated Added Economic Cost of 
Capital (in millions of 2008 dollars) 



Milwaukee 
Water Works 
(20081 

Lease Estimates 

Best Case Worst Case 

(a) Ca(^ investment 

$2ar 

$600 

3300 

(b) Economic cost of 
capital 

(see table 8, line e) 

0.97®/= 

7,93% 

13.52% 

(c) Economic cost on 
capital. 

(line a X line b) 

. $3 

S48 

$41 

(d) Added economic cost of cap/fa/ 
c - Milwaukee Water Works 
economic cost of caoital) 

$43 

$38 
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Little Potentialfor Efficiency Gains in 
Utility Operation 

Since Milwaukee Water Works is already a well run util- 
ity, it seems unlikely that a private operator could cut costs 
to offset a substantial amount of its greater cost of capital 
without impairing the quality of the service. 

For example, private managers often cut labor costs by 
downsizing the workforce or reducing employee benefits, 
but it can worsen service.‘°^ Reduced staffing, for example, 
can result in slower response times for repairing broken 
water lines and answering customer service requests. For 
that reason, maintaining full staffing for distribution repair 
crews is Milwaukee Water Works’ strategy to meet its per- 
formance goal of repairing main breaks within a day.’®* 

It would be improper to compare operational ccsts when 
service quality differs, as it would not be an apples-to- 
apples comparison. Therefore, this analysis assumes that 
privatization would not reduce operational costs. 

Moreover, studies have shown that in terms of operating 
efficiency, private utilities are not more efficient than public 
utilities. In addition, the results of one meta-analysis sug- 
gested that efficiency gains of private utilities, if any, tended 
to decline over time.'®* 

Although efficiency gains appear impractical while main- 
taining the same service level, if a lessee wanted to offset 
the higher capital costs predicted in the best-case scenario, 
it would have to eliminate nearly all the utility’s operation 
and maintenance expenditures, which totaled $46 million 
in 2008.'“’ 


Net Cost to the Community 

The net cost to the community is the revenue from the 
endowment less the added economic cost of capital. This 
analysis finds that a lease of the Milwaukee Water Works 
could cost the community between $17 million and $31 mil- 
lion ayear (see table n). 

In the best-case scenario, the lease would yield an addi- 
tional $28 million for the city's general fund, and water 
customers, as a whole, would have to pay $45 million a year 
to cover the increased capital costs. It results in a net cost 
to the community of $17 million a year (see table 11). Even 
assuming a lower cost of debt and equity, more favorable 
capital structure and lower transaction costs, the revenue 
from the endowment fails to compensate for the increase in 
capital costs. 

In the worst-case scenario, the lease would yield an ad- 
ditional $7 million for the city’s general fund, and water 
customers, as a whole, would have to pay an extra $38 mil- 
lion a year. It results in a net cost to the community of $31 
million a year (see table ii). 


Table 11. Net Cost of a Lease (in millions of 2008 
dollars) 


1 Best Case Worst Case I 

(a) Additional income to Milwaukee’s^ 

$28,'^ , 

-$45 

-$38 

gen^l fund; (see ljhec)!;!^«X ^ 

(b) Additional economic cost of 
capital (see table 10. line d) 

(c) Total cost of a lease (line a 
linebl- - •- 




These results suggest that a lease is not in the economic 
interest of the community. 
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Metropolitan Water District wages costly war with nature 
and age 

Increasingly frequent shutdowns of the Colorado River Aqueduct for 
maintenance and repair are the biggest drivers of rising water bills in Southern 
California. 

Michael Hiltzik, March 18, 2012 

Out in the desert, the wind never quits. Over its howling one day recently, Roy Howard strained 
to make himself heard as he explained why its usual accompaniment, the rush of water and the 
rumble of enormous industrial pumps, had fallen silent. 

We were at the Metropolitan Water District's Julian Hinds Pumping Plant, situated at the edge of 
Joshua Tree National Park and about 20 miles north of the Salton Sea. Hinds is one of five 
pumping plants on the Colorado River Aqueduct. And it’s the last point on the 242-mile journey 
of Colorado River water fi’om Lake Havasu on the Califomia-Arizona border where pumping is 
needed. Gravity carries the water the rest of the way to the aqueduct's terminus. Lake Mathews in 
Riverside County, 

r 

As I braced myself against the gale, Howard pointed out nine switches that will be replaced on 
the plant's electrical grid and the locations of nine expansion joints to be refurbished on the 10- 
foot-diameter pipes that carry pumped water 441 feet up the side of a mountain. 

So that work can be done, the aqueduct has been shut down, a once rare but increasingly frequent 
event dictated by the demands of maintenance and rehabilitation of the MWD's aging system. 

The contractors have exactly 19 days and three hours to finish the job, counted back to Feb. 28 at 
noon, when the shutdown started and the aqueduct went dry. 

"After that, we have to be sending water up that hill," Howard, the rehab project's resident 
engineer, told me in clipped military tones, which sounded entirely appropriate given the 
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rigorous logistics of the job. "For every day they're late, they have to pay us $75,000 in 
liquidated damages," Howard said, referring to the construction contractors, "but that’s a fraction 
of the millions Met would lose by not delivering water." 

The Hinds plant is one of the front lines in the MWD's war with nature and age. The battlefield is 
largely invisible to the average Southern California water user, whether an industrial plant 
manager, a fanner or a homeowner with garden hose in hand, pool in the backyard and three 
bathrooms indoors, who probably has little idea of whaf s been pushing water rates higher. Key 
fact: If s not the H 2 O, which accounts for only about one-fifth of the bill. The water service bill 
of the average Southern California family of four will include about $34 a month in MWD 
charges, not including add-on fees charged by its local water district; of that, about $7 is the cost 
of the water itself. 

"The repair and replacement of our aging infrastructure is probably the No. 1 driver of our rates," 
says MWD General Manager Jeffrey Kightlinger, who had invited me and Times photographer 
AI Seib along on his inspection visit to the work at Hinds. 

In the 1990s, the MWD says, the huge water district's annual average capital budget of about 
$500 million included perhaps $30 million for maintenance. The rest went to expanding facilities 
to manage growth and provide storage, ineluding the construction of Diamond Valley Lake 
reservoir near Hemet. 

Over the next two years, the capital budget will average about $275 million a year, but as much 
as 60% will cover maintenance and repair of infrastructure that includes the Colorado aqueduct, 
begun in 1933, and the MWD's share of similar costs incurred by the State Water Project, which 
carries water from Northern California. 

The bill for all this is already in the mail. From 1995 through 2003, the MWD went without a 
rate increase; then rates began climbing, with a cumulative increase of nearly 70% from 2008 
through this year. Next month the districf s board will consider a proposal to raise rates about 
1 2% over the next two years. 

Some of that will cover the costs of an entirely unexpected development, the appearance after 
2007 of the dreaded quagga mussel in the Colorado River system. The tiny pest, an ineradicable 
interloper that probawym^e its way to the river from the Great Lakes ^ hitching rides on 
recreational boats, can clog channels, pipes and other waterworks if not regularly blasted away or 
scraped off 

The MWD has spent $30 million over the last five years to fight the quagga and might be 
spending $8 million to $ 1 0 million a year on it into the unfathomable futurd 

As it is in so many other respects, when it comes to facing the challenges of maintaining such an 
indispensable infrastructure, California is a bellwether for the country. 

That's despite the relative youth of water systems in the West compared with other regions: More 
than 60% of the Northeast's large-scale water infrastructure but less than 10% of the West's dates 



177 


to the 1 920s or earlier, according to the American Water Works Assn., which represents water 
utilities and consultants. 

The group estimates the nationwide bill for maintaining and expanding existing water treatment 
and delivery systems will come to $1 trillion over the next 25 years. 

Yet for the arid West, the distribution of imported water is much more crucial, lending more 
urgency to upkeep. 

"California has embedded water into their whole climate change and climate adaptation and 
greenhouse gas planning," says Lynn Broaddus, director of environmental programs at the 
Racine, Wis.-based Johnson Foundation, which has hosted a series of conferences on water 
policy. "Hands down, California is way out in front of the rest of the country on that." 

Like other systems around the country, the MWD has to manage its maintenance responsibilities 
while balancing the pressures of waning demand, waning supply and straitened means. Overall 
water use in the MWD's service area, which covers a population of 19 million, has fallen nearly 
30% since 2006-07. Kightlinger reckons that about half of that decline is due to the slow 
economy, with the rest divided between conservation and the effect of cooler weather. 

Meanwhile, the world has shifted under the MWD's feet. "In the 1 990s, we were mostly worried 
about keeping up with the booming economy," Kightlinger says. "Before 2000, we didn’t have 
time to deal with maintenance" — demand was so great and growing, and storage scarce, that the 
district had to run water through the aqueduct at full bore. "It was use it or lose it, so we used to 
shut down the Colorado River system really rarely." 

Some of the work being done now was plainly years overdue. Some electrical switches being 
retrofitted at Hinds — big manual levers that break connections in the grid so high-tension power 
lines and insulators can be maintained or renovated — were so conoded and rusted over by 75 
years of exposure to the elements that maintenance crews needed hammers and chisels to budge 
them. 

Other work will vastly extend the useful life of existing equipment at a savings of millions of 
dollars. To upgrade expansion joints in the plant's three hillside pipelines, which accommodate a 
temperature range of sub-zero to 120 degrees, Howard's crews will blast away decades of 
corrosion and coat the bare metal with four layers of weather-resistant resin — staving off the 
need for replacement for another 25 or 30 years. 

Think of it as being penny-wise and pound- wise. "We've got an SO-year-old Colorado system 
and a 50-year-old State Water Project system, and we're not going to get a ntw system," 
Kightlinger says, "so we're spending what it takes." 

Michael Hiltzik's column appears Sundays and Wednesdays. Reach him at 
mhiltzik(as,latimes. com, read past columns at latimes. com/hiltzik check out facebookcom/hiltzik 
and follow (Silatimeshiltzik on Twitter. 



Preserving The Environment • 
Improving Water Quality 


Statement of Kevin L. Shafer, P.E., Executive Director 
Milwaukee Metropolitan Sewerage District 
To the Subcommittee on Water Resources and Environment 
Committee on Transportation and Infrastructure 
U.S. House of Representatives 
Hearings on Review of Innovative Financing Approaches 
for Community Water Resources Projects - Part II 
March 21, 2012 


Long before and after the enactment of the federal Clean Water Act of 1 972, the 
Milwaukee Metropolitan Sewerage District ("MMSD”) planned, financed and constructed 
a range of clean water transport and treatment facilities. These actions represent our 
watershed’s commitment to control wastewater and stormwater runoff and protect clean 
water for our watershed and Lake Michigan. We have also partnered with the 
communities that our system serves to advance wastewater collection and stormwater 
management. 

Recognizing continuing population growth in the Great Lakes basin and the nation and 
the emerging clean water challenges, additional infrastructure will be necessary to 
sustain public health and protect water resources, communities, water quality, and 
expand jobs in our region and the United States for years to come. 

As with transportation infrastmcture, dedicated revenue is indispensable to advance the 
nation’s investments for meeting these challenges in this period of national fiscal stress. 
Local governments already provide and will continue to provide funding including debt 
financing for the vast majority of these investments. However, thefe costs 
fundamentally require continuation of the nation’s commitment to federal investments in 
infrastructure construction and renewal recognizing the overwhelming costs and 
expanding resources that will be necessary in this century. 

The report of the Water Infrastructure Network in 2000 provided an estimated total need 
of $550 billion for wastewater facilities and $450 billion for drinking water facilities. 
MMSD strongly supports your efforts and those of your colleagues in Congress to 
provide part of the resources for these efforts representative of the nation’s commitment 
to clean water. 
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The opportunity and imperative novir before the United States is to expand the national 
contribution to investments in virastewater infrastructure through the enactment of a 
National Clean Water Trust Fund financed by nevir dedicated revenue. The guiding 
principles for identifying dedicated revenue sources in the form of user fees from the 
national economy are that they should be low-rate, broad based, long-term, sustainable, 
reliable, fair and equitable. 

The Government Accountability Office reported on revenue options for this purpose in 
its May 2009 report; Clean Water Infrastructure: A Variety of Issues Need to Be 
Considered When Designing a Clean Water Trust Fund. Attached is a copy of this 
report for the hearing record. 

Also attached to this statement for the record is a summary of the need for a national 
clean water trust fund and of suggested principles for trust fund legislation to support 
local government construction programs. This legislation would address both clean 
water and drinking water requirements; expand State Revolving Fund loan and bond 
insurance and guarantee programs and, with new resources, add matching grant 
funding, both of which would be administered through the states under their Revolving 
Fund Programs. 

Further, trust fund legislation should expand research, development and full-scale 
demonstration of advanced wastewater and drinking water technologies; expand water 
quality management planning by states, local governments and substate agencies as 
required by the Clean Water Act on an integrated priorities basis; and provide further 
support to the states for administering their essential programs established by the Clean 
Water Act and the Safe Drinking Water Acts. 

In addition to my role at MMSD, our utility has long been a member of the National 
Association of Wastewater Agencies on whose board I serve and of which I am a past 
president. I and many colleagues in the United States are members of the Water 
Environment Federation (“WEF”). Attached is WEF’s policy statertient on clean water 
infrastmcture. ^ 

Thank you and the committee for your interest and leadership on clean water 
infrastmcture. We look forward to assisting Congress as possible to develop and 
consider clean water tmst fund legislation. ' 
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Note from the Editorial Office of the Committee on Transportation and 
Infrastructure: 

Following are the first two pages of the Government Accountability Office report 
to congressional requesters entitled, “Clean Water Infrastructure: A Variety of 
Issues Need to Be Considered When Designing a Clean Water Trust Fund,” May 
2009. 

The report appears in its entirety at http://www.gao.eov/assets/300/291771.pdf . 
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CLEAN WATER INFRASTRUCTURE 

A Variety of Issues Need to Be Considered When 
Designing a Clean Water Trust Fund 


Why GAO Did This Study 

"nic SiivironntentaJ Pmtcction 
Agency (EPA) haei estimated that a 
potential gap between futnre needs 
and cturent spending for 
wastewaicr infrasUnecure of $150 
billion to $400 billion could occur 
over the next decade. A number of 
cnliQcs arc involved in planning, 
financing, building, and operating 
this infrastructure. Some of these 
stakeholders have suggested a 
variety of approaches to bridge this 
potential gap. Otie such proposal is 
to establish a clean water Crust 
hmd. In this context, GAO was 
asked to (1) obtain stakeholders' 
views on the issues that would 
need to ^ addressed in designing 
and cstabUshingaclean water trust 
furul and (2) identify and describe 
potential options that could 
gtsnerute al^I $10 bUUon in 
revenue to support a clean water 
trxist fund. In conducting this 
review. GAO administered a 
qtiestloimaire to 28 tiaiirmal 
organizations rcprcsenilng the 
wastewater and drinking wafer 
industries, state and load 
gm’emments, engUieeis, and 
environnientaJ groups and received 
Z£ responses reviewed ptopcfsals 
and industry papers; interviewed 
federal, state, local, and industry 
ofTidals and itficd the most current 
data available to esUmate the 
revenue that could potenually be 
raised by various taxes on a range 
of products and aertivUies. 

OAO is not makiitg any 
reconunendAtions. While this 
rt^rt identifies a number of 
funding options, GAO is not 
endorsing any option and does not 
have a position on v^hether or not a 
trust fund should be established. 

VWw GAO-09'667 or Key CDmoorwnU, 

For more MormAlkin, oonkscl Anu Mittal at 
120?) 512-3641 or milataOgaaow 


What GAO Found 

In designing and establishing a clean water trust fund, stakeholders identified 
tiiree main Issues tiiaf would need to be addressed: how a trust fund .should 
he administered and used; what type of finanaal assiscance should lie 
provided; and what acthities should be eligible to reo'ivc funding from a tnist 
fund. Wltile a majority of stakeholders said that a uusi fund should be 
adininlstervd through an EPA partnership witli the stales, they differed in 
thoir \iows on how a crust fund should be used. Alioiit a third of .stakeholders 
responded thnia trust fund should be used only to fund Che existing Clean 
Water Slate Revolving Fund (CWSRh’). whicJi is currently funded primarily 
through federal apriroprudion-s, wliUr a few said it should support only a new 
and separate wastewater program A few stakeholders .supported using a 
trust fund to support both the CWSRP and a separate program, while others 
did nut support the establishment of a trust fund at all In addition, more th;u i 
half of the stakeholders responded that financial assistance should he 
distribiiied using a combination of loans and grants to address the needs of 
difrercnl localities. tlTuilly, although a variety of activities could be fimded, 
most stakeholders ideniifiod capital prctjecis as the primary activity that 
should receive funding from a dean water trust fund. 

A number of options have lieen propusrHi In Uitr past to generate Feveniit' for a 
clean water rnist fund, but seve^ obstacles will have to he overcome in 
iiuplemciiling these options, ami it may be difficult to genoraie $lrt hillinn 
from any one option by itself. Funding options include a variety of excise 
taxes as sliowii in the table below. 


Estimated Revenue from Excise Taxes on Products That May Contribute to the 
Wastewater Stream (in millions ol 2009 Doilars) 
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Wale* appliances and 
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In addition. Congress could levy a tax on corporate income. An additional 0. 1 
percent corporate income mx could raise about SI .4 billion annualty. 
Congress also couid levy a water use lax. AlaxofO.Ol cent per gallon could 
raise' about $1.8 billion annually Reganlless of the options selected, cetlaln 
implementation obstacles will have to bo overcome. These include defuiitig 
the products or activities to be taxed, establishing a collection and 
enlorccmcnl fr:uiiew(>rk, and oliiaining stakeholder siiptiort for a particiUar 
option or mix of optioas. 


.Uniivd Siat«s Oovemmnnl AccoumaMliiy Office 
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National Investments in American Clean Water Infrastructure 

Art American Clean Water Trust Fund to Support National Clean Water Goals 

March 2012 


All Americans benefit from clean 
and safe water. Adequately performing, 
sustainable and continuously improving 
wastewater and water infrastructure is 
critical to protect public health and the 
enviromnent, and economically strong 
and vibrant American communities. 
These expenditures are financed chiefly 
by local governments. 

The federal government made 
significant investments to contribute to 
achievement of secondary treatment for 
wastewater in the 1970s and 1980s 
through Clean Water Act grant funding. 
But construction for control of 
combined and separate systems wet 
weather overflow controls and of more 
stringent water quality-based treatment 
remains a local cost alone. 

Expanded national investments 
including grants supported by national 
dedicated revenue would: 

(i) advance the national commitment to 
clean water; 

(а) provide jobs; 

(3) provide a further incentive for 
investments by local governments in 
wastewater and drinking water 
infrastructure; 

(4) support compliance with enforceable 
Clean Water Act requirements; 

(5) capture benefits to down stream 
users now financed by communities 
upstream; 

(б) expand community sustainability; 

(7) add to the Nation’s infrastructure 
base and related economic benefits; and 

(8) assist with the replacement of aging 
infrastructure some parts of which are 
over 100 years old. 


Local Rate Increases & Improved 
Management Atone Are Not 
Sufficient 


Local governments spend $63 
billion annually on clean water 
infrastructure - second only to 
education. Since the inception of the 
Clean Water State Revolving Fund loan 
program in 1990, local governments 
have financed most facilities with 
municipal bonds or SRF loans requiring 
repayment from local customer fees. 
Over 97% of all wastewater construction 
is financed using local resources 
provided by local economies. 

The National Association of Clean 
Water Agencies (“NACWA”) has 
reported that member agencies 
responding to its 2009 Service Charge 
Survey reported average rate increases 
of 8.5% while the national Consumer 
Price Index fell by 0.4% that year. 
NACWA, 2009 Service Charge Index. In the 
wastewater community, private 
financing generally has been avoided 
since private companies must provide a 
profit to shareholders and pay taxes. An 
efficient public wastewater uffiity 
further reduces total service costs 
freeing more inves6nent capital than an 
efficient private utility. 

Utility Management: Over the 
past decade local utilities have expanded 
the use of tools known as asset 
management. The use of these tools is 
considered in developing capital project 
estimates. 
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An Environmental Protection 
Agency (“EPA”) source has said that the 
rate of adoption of asset management 
has been very fast over the last couple of 
years. At least 50% of the larger utilities 
are well on their way to adopting 
significant aspects of an asset 
management approach. Within a couple 
more years, there whl be very few 
utilities, that aren't moving towards 
basic asset management practices. 

Water Efficiency: More efficient 
water use, which may cut operation and 
maintenance costs initially, is short-run 
fine-tuning. It may reduce the need to 
invest today in growth-related 
infi'astructure, but estimates of the 
national funding gap do not include a 
component for growth. By reducing 
demand on treatment plants, water 
conservation can at best defer 
investments in capacity expansion, but 
in the long run, nothing else changes. 

Watershed Management: 
Reduction in costs from the application 
of watershed management are estimated 
as limited across the country and the 
potential to reduce investments at 
wastewater utilities is Umitedto perhaps 
2-3% based on the number of water- 
quality limited stream segments that 
contain POTWs. 

Economic Benefits of Wastewater 
Investments 


Public investments in wastewater 
facilities improve: (1) competitiveness 
for American industry, (2) jobs, (3) 
private profitability, and (4) wages, 
which in turn yield higher tax revenues. 
Businesses, particularly manufacturers, 
benefit from continual improvement in 
wastewater treatment facilities. 


An increased national 
commitment to meeting the gap in clean 
water infrastructure would be a sound 
national economic investment. Each $1 
billion in wastewater improvements 
generates over 47,000 direct and 
indirect jobs. By comparison, total job 
creation by highway and road 
construction has been estimated to be 
approximately 34,000, for each $1 
hUlion spent AReport on Clean Water 
Investment and Job Creation prepared by the 
National Utility Contractors Association by 
Apogee Research, tnc., March 30, 1992. 

Additionally, the U.S. Conference 
of Mayors has reported that 
construction of wastewater facilities 
infrastructure has an estimated gross 
domestic product multiplier of 6.3 to 1. 

Grant funding is a stronger 
economic incentive: Only federal grants 
can provide adequate incentive and 
capital for moving the national clean 
water program forward at an 
appropriate pace recognizing the burden 
of massive requirements placed on local 
governments. Additionally, national 
grants limit local fiscal impacts and 
thereby incentive for businesses to move 
to other communities where local rates 
are not as high. 

Finally, infrastructure networks 
are a national priority with social, 
economic and environmental equity 
implications when provided unevenly 
across America. 

National, Sustainable, Long-Term, 
Reliable Capital 

National requirements for 
wastewater infrastructure are driven by; 
(1) the federal Clean Water Act enforced 
by EPA and NPDES delegated states; 
and (2) three waves of aging 
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infrastructure constructed from the late 
19* Century to the 1960s, the useful 
lives of which are now ending. 
Approximately $10 bOlion doEars 
annuaEy is required to close the national 
gap in wastewater infrastructure 
construction, with a simflar amount for 
drinking water infrastructure. 

In 2000, a coalition of 
organizations under the Water 
Infrastructure Network (“WIN”) 
documented the importance of a 
national source of sustainable, reliable 
and long-term capital recognizing that 
all Americans benefit from dean water. 
The WINow 2000 Report projected that 
the costs of maintaining and advancing 
water quafity and reducing wet weather 
flows would require $550 billion in new 
construction. An additional $450 bElion 
is needed in new, drinking water 
construction. 

In 2002 and 2003, ERA and the 
General AccountabOity Office reported a 
gap of $300 bfllion to $500 biEion 
between what is being spent and what 
needs to be spent on legacy 
infrastructure replacements and new 
construction to meet future water 
quality requirements. EPA’s Progress 
in Water polity Report issued in 2000 
concluded that, if improvements are not 
made, America could see a return to pre- 
Clean Water Act levels of stream 
impairments by as early as 2016. 

• National requirements for clean 
water are estimated to cost weE beyond 
local governments’ abflity to pay and 
wfll result in major increases in local 
water and wastewater rates nationwide. 

• Wastewater infrastructure is no less 
important than other infrastructure 
because of the value of clean water to the 


nation as a whole, pubEc health of 
American communities, the dovrastream 
and interstate impacts of poEuted 
waters, and the networking benefits of 
such facEities. 

• Local governments are 
simultaneously b uildin g other 
infirastructure to assure public health, 
safety and weE-being. Debt incurred 
from aE infrastructure needs is a major 
burden on communities, thereby, 
limiting future borrowing capacity, and 
the abflity to meet national water quafity 
goals and objectives. 

• Grants capture down stream clean 
water benefits: Treated wastewater is a 
national public good. Under present 
financing arrangements including the 
CWA SRF loan program, down stream 
communities and their ratepayers 
realize, but do not contribute to, clean 
and safe water benefits from 
infrastructure improvements financed 
by upstream communities. Expanded 
federal funding that includes matching 
grants supported by national dedicated 
revenue would capture those benefits. 

• Continuing advances in water and 
wastewater infrastructure technology, , 
are critical to public health and water 
quafity improvements, improved 
service, and effective asset management. 

• Expansion of 5 REs provide 
additional funding to pay for municipal 
bond insurance and guarantees now 
authorized for the existing SRF 
programs and thereby attract more 
private capital. 

A sustainable source of new 
public capital is essential: Local capital 
funding, municipal bonds, and SRF loan 
paybacks aE increase local customer 
rates. As rates increase, the abflity of 
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local govermnents to pay off bonds and 
SRF loans decreases, and with it, local 
government credit ratings on which 
further bond financing and loans are 
based. 

New capital from a national 
source, representative of the national 
funding gap and the national 
commitment to clean water, is 
fundamental and essential to advance 
water quality in America. Even with 
federal grant funding, most of the cost of 
infrastructure improvements wfil be 
financed by local customer rates. 

Elements of a National Clean 
Water Trust Fund f “NCWTF”! 

Essential Objectives and Uses include: 

• Matching grants to local utilities for 
construction of wastewater 
treatment and transport facilities, 
overflow controls, and biosolids 
treatment. 

• Matching grants to states to further 
capitalize state revolving funds for 
loans, bond insurance and other SRF 
assistance. 

• Research, development and full-scale 
demonstration of advanced 
wastewater treatment technologies. 

• Grants to advance watershed 
management including substate 
water quality management planning 
for American rivers, lakes and 
streams. 

• Grants for urban stormwater and 
rural nonpoint source management. 

• Grants for rural nonpoint source 
programs. 

• Permanent funding for § 106 Clean 
Water Act state program 
management grants to support §301 
water quality standards; §303(el 
continuing planning process by 


states; and the §402 NPDES permit 
program. 

• Grants for substate water quality 
management planning under §208. 

• Permanent funding for the §319 
nonpoint source program and other 
CWA programs. 

• Other similar authorities under the 
Safe Drinking Water Act. 

National Clean Water User Fees 

All Americans - citizens and 
businesses ~ benefit from clean water 
and aU should contribute to a renewed 
national commitment. To be successful 
and nonburdensome, revenue sources to 
finance a trust fund would be: 

(1) funded from the national economy 
instead of local economies, 

(2) long-term, 

(3) sustainable, 

(4) reliable, 

(5) low rate, and 

(6) broad-based. 

One combination of clean water 
user fees meeting these criteria include: 

• Low rate user fees on a range of 
flushable products sold nationally; 

• Low rate fee on the national 
corporate income; 

• Fines and penalties collected under 
the federal Clean Water Act; and 

• Other .s imil ar user fees. 

Such revenue also helps reduce the 
current deficit in the federal General 
Fund. 

I 

States could be authorized to 
charge an additional increment on 
national fee sources for use in further 
aiding wastewater construction in their 
states. 
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National, dedicated revenue trust 
funds have heen extremely successful as 
a source of national capital devoted to 
national infrastructure improvements. 

Federal or state taxes on local 
governments or their wastewater and 
water utilities would only increase the 
burden on local governments and local 
economies, and are opposed by local 
governments and their national 
organizations. 

A national clean water trust fimd 
would be deficit neutral because it 
would be financed by new revenue, 
dedicated to the purposes and uses of 
the fund. Authorizing legislation would 
establish a fire-wall to assure that the 
funds would he spent only for those 
purposes on an annual basis. 

Wide National Support 

An overwhe lmin g majority of 
Americans (84%) would support 
legislation in tiie U.S. Congress that 
would create a long-term, sustainable 
and reliable source of federal funding for 
dean and safe water infrastructure. Luntz 
Research. 

The Clean Water Trust Fund has 
attracted support from many individuals 
and organizations as reported by the 
Clean Water America, 
www.cleanwateramerica.org. Among 
supporting national organizations are: 

Ducks Unlimited, Trout Unlimited, American Rivers, 
National Association ofTowns and Townships, Association 
of State and Interstate Water Pollution Control 
Administrators, American Sodefy of Civil Engineeis, 
Western Coalition of Arid States, Rural Community 
Assistance Partnership, National Assodation of Clean Water 
Agendes, American Sportfishing Assodation, American 
Council of Engineering Companies, Theodore Roosevelt 
Conservation Partnership, Construction Management 
Association of America, International Assodation of Fish 
and Wildlife Agendes, American Public Works Association, 
Assodation of Equipment Manufacturers, The Associated 
General Contractors of America, Design Build Institute of 


America, Underground Contractors Association, Plastics 
Pipe Institute, American Concrete Pressure Pipe Assodation, 
American Supply Assodation, Portland Cement Assodation, 
Associated Equipment Distributors, BASS /ESPN Outdoor. 

2009 General Accountability 
Office Report 

In December 2007, Congressman 
James Oberstar, Chairman of the House 
Transportation and Infrastructure 
Committee requested the U.S. General 
Accountability Office (“GAO”) to 
conduct a study of potential revenue 
sources for a National Clean Water Trust 
Fund. 

GAO’s report, A Variety of Issues 
to be Considered When Designing a 
Clean Water Trust Fund BUI, was issued 
in May 2009 and hearings were held on 
the report by the House Transportation 
and Infrastructure Committee on July 
15, 2009. 

The 2009 GAO report reviewed 
and analyzed the following national 
revenue options: (1) excise taxes on 
flushable products, pesticides, 
fertilizers, pharmaceuticals, and water 
appliances and plumbing fixtures; (2) an 
additional tax on corporate Income; (3) 
a water use tax b^ed on volume and 
added to residential, commercial, 
industrial utility rates paid by local 
customers and collected by local 
utilities; and (4) an industrial discharge 
tax. 

Water Protection & Reinvestment 
Act of 200Q. H.R. 2202 Introduced 

H.R. 3202 was introduced in the 
lilt*' Congress on July 15, 2009 by 
Congressmen Earl Blumenauer (D-OR), 
Tom Petri (R-WI), Norm Dicks (D-WA), 
Mike Simpson (R-ID) and Steven 
LaTourette (R-OH). Thirty-five 
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additional cosponsors signed onto the 
bill in the last Congress. 

H.R. 3202 would have 
established a Water Protection and 
Reinvestment Trust Fund to provide 
matching grants, loans and additional 
subsidization through the Clean Water 
and the Drinking Water state revolving 
fund programs for construction of local 
wastewater and drinking water facilities 
and wet weather controls for wastewater 
^sterns. Funding would also be 
provided for climate change mitigation 
and adaptation, infrastructure security, 
and related purposes. 

The annual total capitalization of 
the Fund for aU purposes was proposed 
at $10 biUion. This amount represents 
50% of the annual national gap in 
wastewater and drinking water 
infrastructure construction needs 
combined which totals over $20 bUhon. 
An additional $3 to $4 biUion is needed 
to support: (1) research, development 
and demonstration of advanced 
wastewater treatment and drinking 
water treatment technologies; (2) Sec. 
319 nonpoint source programs and 
urban stormwater best management 
practices; (3) state clean water and 
drinking water programs; Sec. 208 
watershed management planning; and 
(4) other supporting programs. 

H.R. 3202 would have enacted 
revenue to support the trust fund in the 
form of: (1) excise taxes on water brised 
beverages, water disposal products such 
as soaps/detergents, toiletries, toilet 
tissue, water softeners and cooking oils; 
and (2) a water restoration tax on 
corporate income. 


State and Other Programs Support 

H. R. 3202 would have also 
provided funding for grants through the 
trust fund for a range of state programs 
including; (1) § 106 CWA state program 
management; (2) §319 CWA nonpoint 
source; and (3) §i442(c) SDWA training 
and §i442(e) SDWA technical assistance 
to small drinking water systems; and a 
new §410 CWA drug take-back program, 
among others. 

Conclusion 

Continuing under-investment in 
clean water threatens water resources, 
the environment, public health, 
community sustainability and the 
national economy. The national 
government is best able to provide new 
sources of capital for national 
investments in essential infrastructure 
because funding can be available even in 
periods of fiscal stress by: 

• Support from the national economy 
rather than depending on local 
economies alone; 

• Removing the present clean water 
and drinking water SRFs and related 
program costs from the federal 
General Fund to reduce its deficit; 
and 

• Providing new funds supported by 
dedicated revenue to move the 
national dean water program 
forward for the’henefit of all 
Americans. r 

Enactment of a National Clean 
Water Trust Fund financed by a fair and 
equitable system of clqan water 
restoration user fees would provide a 
national source of capital to contribute 
to meeting national clean water goals. 

Robert C. Weaver, Kelly & Weaver P.C., Suite 500, 1601 
Connecticut Avenue, N.W. , Washington. D.C. 20009,202 
797-7100, fex 939-6969, weaver@kellyweaver.com 
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Financial Sustainability for Water Infrastructure 

Adopted by WEF Board of Trustees: February 5, 2010 

We have made good progress toward achieving national water quality and drinking water goals since 
the passage of the Clean Water Act in 1972 and the Safe Drinking Water Act. High levels of drinking 
water and wastewater treatment are the norm throughout the United States and we enjoy one of the 
highest levels of water quality in the world. 

Despite this progress, Impaired waters still persist Recent assessments indicate that water quality 
improvements may have reached a plateau in spite of the current levels of investment by federal and 
state programs and by water and wastewater utilities According to 2006 to 2008 State assessments 
reported to ERA. 63% of assessed estuaries and 49% of assessed rivers and streams have impaired 
water quality due to a variety of sources, including inadequately treated wastewater. 

One of the most critical issues facing Americans is how to improve and maintain our infrastructure to 
ensure that we fully enjoy the health, economic and social benefits that clean and safe water provide. 
Infrastructure problems associated with aging pipes, outdated treatment systems, and inadequate 
capacity to meet growing population demands are requiring many communities to make huge 
investments in upgrades to their water and wastewater infrastructure systems. In 2002, ERA 
estimated a potential gap for wastewater infrastructure capital improvements, along with operations 
and maintenance, of about $150 billion to $400 billion over the period from 2000 to 2019. ERA has 
also estimated that the nation's water utilities will need to invest about $335 billion over the next 20 
years on drinking water infrastructure. These amounts are beyond the capacity of some municipalities 
and utilities to shoulder alone. Without additional investment in the nation's water and wastewater 
infrastructure, the environmental and public health gains made during the last three decades could be 
at risk. 

WEF Position 

The Water Environment Federation supports a three-pronged approach to solve the financial 
sustainability of infrastructure challenge facing water sector utilities: First, utilities must be well 
managed and appropriately funded to ensure long-term sustainability of collection, treatment and 
distribution systems; second, there must be a significant and continuing federal investment 
commitment; and, third, the general public and business community must play a larger role in ensuring 
that utilities continue to effectively serve their communities. 


Well-Managed Utilities 

Utilities must be well managed locally to ensure long-term sustainability of collection, treatment and 
distribution systems: The first line of defense in providing Americans the benefits of clean and safe 
water is ensuring our local water and wastewater utilities are well maintained and operated with 
sufficient local support. Specifically, WEF supports: ^ 

• Full cost-of-service pricing systems that encourage local communities to establish rates that 

reflect, to the maximum extent practicable, the system's true life-cycle costs, including debt 
service, and that can support long-term management needs. Full cost-of-service pricing also 
reflects the environmental and public health value of the water and wastewater services 
provided; ^ 

• Strong professional staff that are viewed as advocates for clean and safe water in the 
community and on the state and federal level. Utilities must have employee development and 
training programs that ensure utility staff possess the skills needed to manage, operate and 
maintain the utility using best practices; 

• Water sector utilities should fully utilize the tools of the Effective Utility Management (EUM) 

program that establishes performance measures for excellence in utility management 
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• Sustainable management approaches, induding asset management and environmental 

management systems, that proactively ensure long term viability of each component of the 
system while simultaneously ensuring compliance with local, state and federal environmental 
regulations; 

• Long-term financial planning and structured resource prioritization to help ensure that utilities 
develop and allocate their available resources to most effectively deliver customer and 
environmental services; 

• A culture of constant Innovation and research into new technologies and management 

approaches that support best management practices, including conservation, efficiency and 
reuse; and a system to ensure transparency and public participation so the utility remains 
accountable to ratepayers and the genera! public. 

There must be a significant and continuing federal investment: WEF recognizes that even if local 
utilities do ail the above and are managing their systems using best practices, federal assistance in 
financing infrastructure costs will continue to be essential for many communities due to affordability 
issues. Congress must make a significant renewed commitment to help communities and regional 
watershed partnerships meet their pbligations under the Clean Water Act and the Safe Drinking Water 
Act. Specifically, WEF supports: 

Strengthening the Clean Water and Safe Drinking Water State Revolving Fund Programs 
(SRFs) 


• Reauthorization of the Clean Water and Safe Drinking Water State Revolwng Fund Programs 

(SRF) with a significant increase in appropriations to more closely reflect financing needs that 
exist; 

• Improved administration of State Revolving Funds, that streamlines the application process, 
provides increased flexibility to States to determine, with public input, project eligibility and 
environmental compliance standards, and encourage Innovative partnerships that bring 
diverse stakeholders together for more effective broad-based solutions; and reduces 
paperwork burdens on communities; 

• Flexible forms of financing, made available by states on the basis of need, to assist 
communities that do not have the rate base to support conventional or SRF loan financing 
costs. These include extended loan terms, low and negative Interest loans, loan forgiveness 
programs and grants. Communities In need often include low-income communities and small 
communities or those facing costly environmental challenges such as correction of CSO and 
SSO problems or meeting new TMDL and security requirements. More comprehensive 
affordability criteria should be developed for states to use in allocating SRF financing; 

• A dedicated revenue source for the SRF could ensure that federal investment in water 

infrastructure is consistent and no longer solely depends on annual discretionary 
appropriations. . 

• WEF believes that any dedicated SRF revenue source Identified should be broad-based, 
related to clean and safe water, and should not Impose a national tailor fee on local water 
and waste\vater ratepayers. WEF is willing to work with Congress and other stakeholders to 
bolster SRFs by considering dedicated revenue sources and innovative financing. One 
possible dedicated revenue source Is a water trust fund. An example of an innovative 
financing approach is a water-specific infrastructure bank. 


Support for State Programs, Small Communities, Research, Asset Management, and Public 
Education - 

• In addition to increased funding for the SRF, assuring infrastructure sustainability will require 
increased federal support for States to administer clean water programs, including federal 
support for watershed based approaches; federal support for technical assistance to small 
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communities; increased federal investment for research and development of cost-effective 
treatment and infrastructure technologies and asset management strategies that improve the 
life-cycle of wastewater treatment systems; and federal support for the development of a 
national program to educate the public about the benefits and economic importance of water 
and wastewater infrastructure. 

The general public and the business community must play a larger role in ensuring clean and safe 
water. WEF supports strategies that encourage greater participation by the general public and the 
business community in maintaining the healthy operation of community water and wastewater 
treatment facilities. WEF believes that to ensure long term environmental stewardship of our water 
resources, all parts of society must be involved. Specifically, WEF supports; 

• Public partnerships and cooperative relationships with the business community to develop 
innovative, cost-effective solutions to infrastructure sustainability. Public/private partnerships 
should not be restricted or hindered by tax laws, grant conditions or other federal 
requirements. Public-private partnership decisions should be made locally based on what 
local officials determine is most appropriate for preserving and enhancing the water 
environment; 

• Elected officials and non-governmental organizations, including public health organizations, 
advocacy groups, business associations and other civic organizations, playing a leadership 
role in highlighting the importance of wafer infrastructure and continued investment in it; 

• A continued commitment from WEF to continue public outreach among all stakeholders to 

increase the public's support for investment in infrastructure for clean, safe water. 

WEF recognizes that no single solution addresses the full range of clean water infrastructure and 
related challenges. All levels of government and the private sector must share responsibility for 
effective, efficient, and fair solutions to protecting our nation’s waters. 


About the Water Environment Federation 

Formed in 1928, the Water Environment Federation (WEF) is a not-for-profit technical and educational 
organization with 36,000 individual members and 75 affiliated Member Associations 
representing water quality professionals around the worid. WEF and its Member Associations proudly 
work to achieve our mission of preserving and enhancing the global water environment. 
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March 29, 2012 



The Honorable Bob Gibbs, Chairman 
The Honorable Tim Bishop, Ranking Democrat 
Subcommittee on Water Resources and Environment 
Committee on Transportation and Infrastructure 
U S. House of Representatives 
Washington, D,C. 20515 

Dear Chairman Gibbs and Ranking Democrat Bishop: 

I write to request that the following statement be made part of the formal record for the 
Subcommittee hearing entitled Review of Innovative Financing Approaches for Community 
Water Infrastructure Projects - Part II. 

Xyiem Inc., headquartered in Westchester County, New York is a leader in water quality and 
supply technology solutions to ensure sustainable and safe water supplies throughout the 
United States and the world. As a leader in developing water solutions in the developed and 
developing countries, we endorse the Subcommittee on Water Resources and Environment 
review of the need for a vibrant water infrastructure policy for the United States. Chairman 
Gibbs’ draft proposal to develop sustainable funding mechanisms and Ranking Democrat 
Bishop's bill, H.R. 3145 fundamentally exhibit a common theme: a strong federal policy must 
be developed to meet the needs of the emerging challenges to water sustainability. 

Since 1972, when the federal government made a historic commitment to address our water 
quality protection needs through passage of the Clean Water Act, more than $60 billion in 
federal grants assistance has been funded to protect water resources. With the advent of 
the State Revolving Loan Fund Program in 1987, more than $40 billion state capitalization 
grants have been made available to support to state and local governments to address point 
sources of pollution. During this same period of time, nonpoint sources of water quality 
pollution have become increasingly important to the priority to restore our water ecosystems 
and sustain them for future generations 

Over the past several years, the federal commitment to the core water infrastructure 
assistance program has experienced significant reductions attributable to constraints on the 
federal budget. At the same time, federal mandates to address stormwater flows, nutrient 
loadings and emerging contaminants of concern have increased the already strained 
budgets of local communities that are striving to meet existing water infrastructure 
rehabilitation needs. With close to a trillion dollar gap in existing funding needs, a strong 
federal partnership, anchored by a meaningful program of assistance to meet the challenges 
of the twenty-first century, is vital to our public health and economic competitiveness 
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The Subcommittee has received testimony on the importance of providing the financial tools 
to support infrastructure planning, design and construction. In the course of this discussion, 
questions have been posed as to whether we as a nation can afford to continue the federal 
partnership. 

in 2010, Xylem released the findings of a comprehensive review of the public’s perception of 
the value of water, I enclose a summary of the study results with this statement. This study 
is useful in revealing the unqualified support for water infrastructure and the priority attached 
to the need to invest in water infrastructure once people are aware of the issue. The Xylem 
survey revealed that 95% of Americans value water infrastructure as “extremely important”, 
eclipsing the priority for any other service the public receives. On the issue of infrastructure 
policy reform, a significant majority, 80%, indicates reform is necessary. From an economic 
perspective, 85% of voters and a similar percentage of businesses believe federal, state and 
local governments must invest in this infrastructure. Buttressing this view, a similar level of 
support exists that policymakers must invest more time and energy to address this crucial 
infrastructure need. And finally, our survey found that once they are made aware of the 
magnitude of the problem, Americans are prepared to support an increased investment 
through rate increases and governmental assistance. By any measure, our survey 
illustrated that broad and deep public and private sector support exists to modernize our 
water infrastructure grounded in a partnership with all levels of government. 

The ability to address the water infrastructure funding gap will only be met through a robust 
and reliable program of multiple financing tools. This need exists because in some 
communities economic realities will require highly subsidized assistance such as principle 
forgiveness and negative interest subsidies. Other communities may require direct grants 
assistance. In some instances, the ability to develop public private partnerships may 
represent efficient mechanisms to construct necessary infrastructure that otherwise would 
be hindered by a community’s lack of financial capability. Compliance with federal water 
quality mandates impose costs on industry that place additional costs for manufacturing and 
production of goods, creating competitive burdens with industries in other nations that 
subsidize compliance with water pollution control mandates. Federal assistance to industry 
and agricultural businesses is critical to ensure a more level playing field while improving our 
water quality. 

With close to a trillion dollars in estimated needs over the next several decades for 
municipal projects alone, Xylem encourages the Subcommittee to approve legislation that 
will reinvigorate the federal partnership with state and local governments. Any program 
must have as its foundation the availability of multiple financing tools that can leverage 
public and private sources of capital. 

We urge the Subcommittee to preserve the State Revolving Loan Fund Program (SRF) for 
drinking water and wastewater treatment systems. The SRF has served its intended 
purpose. Since 1987, the SRF has spurred more than $90 billion in investments. It should 
continue as a core element of the federal partnership. Any renewal of the SRF should focus 
on reducing “red tape” that makes it more expensive for communities to borrow from the 
SRF. A renewal should also provide for an adequate authorization of annual federal 
appropriations that will enhance the effort to close the funding gap. This is important 
because in many cases, the SRF is the only source of assistance that communities can rely 
upon based on their economic circumstances. 
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The SRF alone will not meet all the infrastructure needs along with the continuing growth of 
new water quality improvement mandates, in order to address the disparity between 
funding and need, innovative financing approaches need to be part of the funding equation. 
To this end, Xylem urges that any legislation the Subcommittee develops provide for: 

• Renewal of Build America Bonds: These bonds were part of the American Recovery 
and Reinvestment Act and provided local communities with an effective and efficient 
source of capital that reduced the total project costs through reduced debt service. 

• Elimination of the Private Activity Bonds State Volume Cap: Private Activity Bonds 
provide tax exempt funding of several specified infrastructure projects whether for 
public or private purposes. Under current law, a state volume cap limits the use of 
these bonds for water and wastewater infrastructure and the use must compete 
against other purposes such as housing. Given the fact that other environmental 
infrastructure activities are exempt from the cap, water and wastewater uses should 
also be exempt. Estimates of new capital formation by this one action are between 
$1 billion and $2 billion annually. The impact on the Federal Treasury has been 
scored as "negligible”, avoiding federal deficit concerns. 

• Water Infrastructure Financing and Innovation Act (WIFIA): WIFIA, modeled after 
the transportation-oriented TIFIA program, offers an attractive method to leverage 
federal seed funding through loan guarantees and low interest loans. WIFIA has 
been advocated as an alternative financing tool to funds large projects in excess of 
$20 million. WIFIA deserves consideration as a financing option for such capital- 
intensive water projects. However, we recommend that WIFIA should serve as an 
alternative form of financing and not a substitute for the SRF program as some have 
intimated. 

• Infrastructure Bank: The President's Fiscal Year 201 3 Budget seeks funding for the 
creation of a National Infrastructure Bank. As proposed the bank concept holds 
promise. A true bank concept would allow for innovative financing arrangements that 
could leverage the federal contributions. We note that the President's proposal 
would pit worthy public infrastructure projects against each other for funding 
consideration. Should a bank policy be debated, we urge that categories of 
eligibilities be established to ensure that trade-offs between highways and water 
needs, for example, are avoided. 

• Public Private Partnerships: The availability of financing tools for public private 
partnerships may serve an important purpose to enhance collaboration between 
public agencies and commercial and industrial entities in their service areas. 
Additionally, partnerships designed to enhance contracted service delivery may 
provide benefits to ratepayers in reduced rates for services. 

Over the past several years, Xylem has developed a number of new technologies that 
address the critical role of energy in moving and treating water and wastewater. Our efforts 
include the design of highly efficient treatment technologies that reduce operating and 
maintenance costs. We believe that an important element of any policy to close the funding 
gap should provide incentives for the incorporation of such technologies into an 
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infrastructure project. To this end, we suggest that additional subsidies be provided to 
projects employing energy efficient technologies. 

Our nation has made important, substantive advances to restore the nation’s lakes, rivers, 
streams and coastal waterways since the enactment of the Clean Water Act. These 
successes are largely attributable to federal leadership in supporting state and local 
governments in the construction of water and wastewater treatment systems. The 
challenges to maintain this progress have become increasingly complex and expensive 
since 1972. The ability to meet the myriad of challenges demands a continued federal 
presence that allows multiple financing tools to address the unique needs of each 
community. 

We look forward to working with the Subcommittee on this important policy matter. 


Sincerely, 



Enclosure: Summary of Xylem Inc. Value of Water Survey 
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AN UNDERGROUND CRISIS 


WATER: A VALUED RESOURCE, 
TAKEN FOR GRANTED... 

American voters say that water is the most important service 
they receive, ahead of electricity, heat, the Internet and cell 
phones Among businesses, it ranks second only to electricity. 

Yet, because clean water is so readily accessible, many take 
it for granted. Close to half of industrial and agricultural 
businesses (43%) in the US. say they know little or nothing 
about water or how much they pay. The vast majority of 
voters (68%) and businesses (78%) say that they "don't really 
worry about the water that comes out of the tap because it is 
generally clean and unpolluted." 

"Water pipes and 
systems in America 
are crumbling and 
approaching a 
state of crisis." 

-29% OF U.S. VOTERS 



...BUT AMERICANS ARE STILL 
WORRIED 

Because clean water is taken for granted, it is rarely top of 
mind. But this does not preclude concern about the issue. When 
asked. U.S. voters and businesses do express concern about 
the state of the nation's water infrastructure and water supply, 
saying major reform is needed In fact, they believe our cities’ 
antiquated, deteriorating pipes to be in a state of disrepair 
approaching crisis. 

They also recognize that water is a finite resource, agreeing 
overwhelmingly that Americans waste too much water and 
need to conserve more. Most American voters (77%) believe 
that problems with the nation’s water infrastructure system 
affect them personally, 


U.S. VOTERS RANK WATER AS MOST IMPORTANT SERVICE 


1/ WATER 


VOTERS; 

95 % 


BUSINESS, 

66% 
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something everyone can agree on. 

Voters are wilting to pay on average $S20 more per mew^th, ff 
vve took them up on theii’ offer, the United States t»u!d inv^t 
about $5.4: billion more per year to maintain our pubiic drinking 
water .systems, more than four times the FYIO investment 
through the federal Drinking Water State Revolving Fund the 
main vessel for federal water Infrastructure funding. 




people WANT GOVERNMENT TO LEAD THE SOLUTIONS 

Accountable fur hxipg water infrastructure probiems... 
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Federal govts 
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Ail of the above 
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So wnat's the solution? The answer is both simple and compter. 
America urgently needs to increase investment in water 
infrastructure. At the current rate of investmer^t the US. £PA 
calculates that the funding gap could grow to as much as 
$224 billion by 2022. 

American voters and businesses a!ii<e agree that fixir^ 
dur water Infrastructure is a fwiority. More than ei0^t in iC 
feglstered voters say government should Increase investment' 
in.ppgrading our water pipes and systems. And they say 
government—state and municipal as well as federal— must 
lead the search for soiutwns. But they are ateo hap?^ to do 
their part 63% of voters and 57% of the nation's industrial and 
agricultural, businesses are willing, to pay more eachn«xith in 
their water bills to ensure tong-te^m access to clean water. 

We should take them up on their offer: if every American 
. houselioid'paid an averageof Jus t 11 percent more per month— 
Of;aboot the cost of three botties of water— the United States 
could invest about $S.4 billion more per year to maintain our 
drlnklrvg wat^ systems, nwre than four times the current 
■investment through the Drinking Water State Revcrfving Fund, 
the: fflain vessel for federal water infrastructure funding 

■Solving, our nation's water woes is a shared responsibility- 
government at all lavets must institute sound water policies 
that.ctose ths funding gap, promote consen/atiorr and 
help educate the public. The private sector must also raise 
awareness of the Issue, and reduce usage and consumption. 
Arid Americans must understand that a steady supply of clean 
drinking water comes at price, 
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The ITT Value of Water Survey demonstrates we have 
consensus on this, it is tiow up to us to act. 

iJ/4^ 

Gretchen McClain 

President, ITT Fluid and Motion Control 
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The Rural Community Assistance Partnership (RCAP) thanks the Subcommittee 
on Water Resources and Environment for the opportunity to submit this statement for 
today’s hearing titled “Review of Innovative Financing Approaches for Community 
Water Infrastructure Projects.” We would like to thank Chairman Gibbs and Ranking 
Member Bishop for holding hearings on innovative financing mechanisms to address the 
ever-growing gap between the needs of local water and sewer systems and the funds 
available for water and wastewater infrastructure improvements. 

RCAP is a 501(c)(3) non-profit organization dedicated to improving the quality of 
life in rural communities by ensuring that rural residents have access to safe, clean 
drinking water and sanitary wastewater services. For nearly 40 years, we have worked 
directly with rural communities and local elected officials to improve the technical, 
managerial, and financial capacity of small water and sewer system boards and operators. 
RCAP operates in more than 2,000 small, rural communities each year throughout the 
United States and its territories. Most communities RCAP assists are economically 
disadvantaged and have a population under 2,500. 

Small systems nationwide comprise approximately 85% of all public drinking 
water systems' and 70% of public wastewater facilities.^ The most recent needs surveys 
by the U.S. Environmental Protection Agency estimate the funding needs in small 
systems and rural areas at $59.4 billion for drinking water^ and nearly $70 billion for 
wastewater‘' over the next two decades. Small communities face unique challenges in 
developing, upgrading, and operating their water and wastewater facilities. For example, 
small utilities must spread their capital and operating costs among fewer customers - 
including large commercial, industrial, and institutional users - making it impossible to 
achieve the economies of scale found in larger systems. 

Due to the funding challenges posed by the limited customer bases served by rural 
utilities, many rely on federal loan and grant programs to finance the water infrastructure 
upgrades that are necessary to maintain compliance with state and federal regulations and 
provide reliable service to their customers. The work of this Subcommittee is therefore 
critical to ensuring that rural communities are able to supply safe and affordable water 
and sewer services to their residents, and we are pleased to present to the Subcommittee 
our views on innovative water and wastewater financing mechanisms and their potential 
impact on rural communities. 


WIFIA 

RCAP believes that the creation of innovative financing mechanisms and 
increased funding at all levels of government are essential to the long-term well-being of 


' American Water Works Association. Buried No Longer: Confrontinsi .‘1n7enc(i 's Water fnfrasiniciiire Challenge 
(2012) at5. 

^ U.S. Environmental Protection Agency. 2008 Clean Watersheds i^'eed^ Siu-vey (CWNS) at 2-21 . 

U.S. Environmental Protection Agency. Dnnkins Water Infraslnicturc Needs Survey and Assessment . 4'*' Report to 
Congress (2009) at ii. 

^ CWNS, supra at 2 (includes $22,7 billion for small-systcm centralized wastewater, $22.8 billion for non-point source 
pollution control, and $23.9 billion for decentralized wastewater needs). 
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our nation’s rural water infrastructure. We are pleased that the Subcommittee is 
considering new ways to attract investment to this vital sector of our economy. However, 
we are concerned about the potential that a TIFlA-like program for water infrastructure 
(WIFIA), while providing valuable resourees to large, urban water and sewer systems, 
will not be accessible to rural water and sewer systems. 

In particular, we are concerned with the minimum eligibility threshold of $20 
million for a project to qualify for financing under the WIFIA program. Few, if any, rural 
communities will undertake projects of that magnitude. The 8 1 7 wastewater treatment 
facilities projected to be constructed in rural communities by the 2008 Clean Watersheds 
Needs Survey cost, on average, less than $4 million. Even regional projects serving many 
small towns in rural areas infrequently require upgrades or repairs of more than $20 
million. In fact, in fiscal year 201 1,19 states received less than $20 million in total loan 
and grant funding for the whole state from the Water and Environment Programs at the 
US Department of Agriculture’s Rural Utilities Service,^ Projects at individual rural 
facilities in those states are thus almost assuredly excluded by WIFIA’s eligibility 
threshold. 

Data published in the 2010 Annual Report of the Ohio Water Development 
Authority (OWDA) further illustrate the inability of most rural water systems to meet the 
$20 million floor. Of the 151 water and wastewater construction projects financed by the 
OWDA in 2010, there are only five in which the OWDA’s investment exceeded $20 
million, and all are in urban areas: one in Columbus, two in Hamilton County 
(Cincinnati), and two in Cuyahoga County (Cleveland).* Although there are many 
regional systems in Ohio serving multiple rural communities, very few will meet 
WIFIA’s $20 million minimum. 

Simply put, the WIFIA proposal included in Chairman Gibbs’s draft water 
infrastructure finance bill will primarily benefit large, urban water and sewer systems. 

We recognize that large systems face many difficulties in obtaining affordable financing 
for needed upgrades and to aid in compliance efforts, and WIFIA may be a valuable tool 
to address those needs. However, for most rural water and sewer systems, the proposed 
WIFIA will not increase the pool of available funds for improvements. 

However, the WIFIA concept could easily be modified to make it more beneficial 
to rural communities. The proposal presented by Mr. Fangmann, on behalf of the 
American Council of Engineering Companies and the Water Infrastructure Network, in 
which WIFIA loans directly to the existing State Revolving Funds (SRFs) rather than to 
individual projects, allows both rural and urban water and sewer systems to access the 
program. In addition, loaning the funds to the SRFs would allow state and local leaders to 
decide what is most needed in their states. With this slight modification, WIFIA could 
better serve the needs of rural water and sewer systems. 


^ U.S. Department of Agriculture. Rural Development. USDA Rural Oevefopmeni 201 ! Pm^ress Report . 
^ Ohio Water Development Authority. 2010 Annual Report . 
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Trust Fund 

Even if the WIFIA proposal is modified to lend to the SRFs rather than individual 
projects, it will still require annual appropriations to ensure its continued vitality. RCAP 
continues to believe that long-term, dedicated funding for water infrastructure must be a 
part of the solution to bridge our funding gap. A dedicated water trust fund would provide 
a stable source of funding that could be leveraged by a WIFIA program to provide 
billions of dollars to the SRFs to invest in water and sewer infrastructure projects in both 
rural and urban areas. 

Further, a dedicated trust fund would provide stability to the SRFs and local 
communities that would allow them to anticipate future levels of federal funding and 
engage in long-term planning for financing needed improvements. State and local 
officials could work together to set priority lists and provide utilities with specific 
timelines for future funds. 

For many small towns, the loss of one factory or warehouse could mean the loss 
of most of the jobs in the local economy. In order to keep those employers from leaving 
for urban areas or moving overseas, communities must be able demonstrate that they can 
meet the employers’ basic needs, like affordable water and sewer services. The ability to 
tell these industries with certainty when infrastructure upgrades will be made and how the 
community will continue to provide reliable utility services will greatly enhance the 
ability of many rural towns to retain industries and jobs. 

Water is the last major infrastructure category that lacks a dedicated trust fund. 
RCAP remains committed to working with this Subcommittee to identify viable funding 
streams to support the creation of a National Clean Water Trust Fund. 


Conclusion 

Our nation is facing a severe water infrastructure funding shortfall. Rural 
communities, with limited customer bases and aging systems, face tremendous challenges 
in their efforts to provide their residents with safe drinking water and quality wastewater 
service. More than a million rural Americans still live without access to these basic 
services. 

RCAP commends the Subcommittee’s commitment to develop innovative water 
infrastructure financing mechanisms on a bipartisan basis to help resolve this crisis. We 
look forward to working with Chairman Gibbs, Ranking Member Bishop, and the rest of 
this Subcommittee to continue to look for innovative solutions to address rural America’s 
water and wastewater infrastructure needs. 
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Mr. Chairman, Congressman Bishop, and Members of the Subcommittee: 

The American Society of Civil Engineers (ASCE) is pleased to provide this 
statement for the record of the hearing of March 21, 2012, examining innovative 
financing approaches for community water infrastructure projects. This is the 
second of two hearings held by the Subcommittee this year on new options for 
bolstering investments in critical wastewater collection and treatment systems. 

Every four years, ASCE publishes the Report Card for America's Infrastructure, 
which grades the current state of 15 national infrastructure categories on a scale of 
A through F. In 2009, our most recent Report Card gave the nation’s wastewater and 
drinking-water infrastructure systems a grade of a D-. 

More recently, ASCE has undertaken a series of economic studies to identify 
the long-term consequences to the nation’s economy due to our deteriorating 
infrastructure. 

Our most recent report in December 2011, Failure to Act: the Economic 
Impact of Current Investment Trends in Water and Wastewater Treatment 
Infrastructure, revealed the impact of the deteriorating condition of the nation’s 
wastewater and drinking-water infrastructure on America’s economic performance. 
In other words, how does that D- for water treatment and transmission affect 
America’s economic future? The answer is sobering. 

I. Investment Shortfalls Total Billions of Dollars 

Our report, Failure to Act: the Economic Impact of Current Investment Trends 
in Water and Wastewater Treatment Infrastructure, concluded that by 2020 the gap 
between needs and anticipated funding for wastewater and drinking-water 
infrastructure will be $84 billion. i 

That $84 billion funding gap may lead to $147 billion in increased costs for 
businesses and a further $59 billion for households. In the worst case, the U.S. will 
lose almost 700,000 jobs by 2020. By 2020, the average annual effect on the U.S. 
economy is expected to be $416 billion in lost GDP. Putting the problem in terms we 
can all understand, the average family household budget will increase about $900 
annually to cover the cost of increased water rates and lost income. 

Particularly in the country's older cities, much of the drinking-water 
infrastructure is old and in need of replacement. Failures in drinking-water 
infrastructure can result in water disruptions, impediments to emergency response. 


The full report is available at www.asce.nrg/failuietoact 
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and damage to other types of essential infrastructure. In extreme situations caused 
by failing infrastructure or drought, water shortages may result in unsanitary 
conditions, increasing the likelihood of public health issues. 

Water infrastructure in the U.S. is clearly aging, and investment is not able to 
keep up with the need. Our findings indicate that investment needs will continue to 
escalate. Even with the increased use of sustainable practices and cost-effective 
development of other efficiency methods, the growing gap between capital needs to 
maintain drinking-water and wastewater treatment infrastructure and investments 
to meet those needs will likely result in unreliable water service and inadequate 
wastewater treatment. 

Our analysis assumes that the mounting costs to businesses and households 
will result in a number of scenarios or choices: 

• Doing nothing and living with water shortages, and higher rates (rationing 
though price increases); major outlays by businesses and households, 
including expenditures incurred by moving to where infrastructure is still 
reliable, purchasing and installing equipment to conserve water or recycle 
water, and increasing reliance on self-supplied water and wastewater 
treatment (i.e., installing individual wells and septic waste systems when 
municipal facilities and services are not available options). 

• Responses to failing public infrastructure will vary by location, size, 
household characteristics, and type of business. Expenditures due to moving, 
or from installing and operating new capital equipment for "self-supply," are 
estimated for households, commercial establishments, and manufacturers. 

• Movement across regional boundaries and relocation of businesses outside 
of the U.S. is certainly a response that may be triggered by decreasing 
reliability of public water and sewer systems. 

• Households and businesses that do not self-supply are assumed to absorb the 
higher costs that are a consequence of disruptions in water delivery and 
wastewater treatment due to worsening infrastructure. The assumption for 
this category is that these households and businesses will pay the $84 billion 
associated with the 2020 capital gap in terms of higher rate costs over and 
above the baseline projected rates for water and wastewater treatment. 

II. What Can Be Done? 

Some of these effects can be mitigated if American households and 
businesses adopt sustainable practices. Without sustainable practices, the 
economic effects outlined above will continue to escalate. 

But, if households and businesses adopt sustainability practices like 
improved efficiency through process or equipment changes, water reclamation, or 
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green infrastructure to address wet weather management as water rates continue to 
rise, negative long-term economic effects can be mitigated. 

If sustainability measures are broadly adopted, for example, rather than job 
losses possibly reaching 1.4 million hy 2040, losses would peak at between 800,000 
and 830,000 in 2030, and drop to 615,000 by 2040. Sustainability measures alone 
won’t solve the problem, but they're a good first step. And an additional $84 billion 
in investments by 2020 will amount to an annualized cost of approximately $9.3 
billion. 


Funding to close the gap can come from multiple sources. Federal grants and 
loans have provided more than $88 billion in federal assistance to building water 
infrastructure since 1973. Despite recent federal deficits, infrastructure spending 
can both create short-term construction jobs and improve the foundation upon 
which the nation’s economy rests. 

In the area of direct financial assistance, ASCE supports enactment of a 
"Water Infrastructure Finance and Innovation Act’’ [WIFIA) that would be modeled 
in the program for major surface transportation projects enacted in 1998. The Act 
would operate through the U.S. Treasury and provide credit assistance for qualified 
projects of regional and national significance. The projects eligible under the WlFlA 
would have to satisfy the state’s “intended use plan” required by the Clean Water 
Act for projects receiving SRF monies.^ 

The WIFIA credit program would be designed to fill market gaps and 
leverage substantial private co-investment by providing supplemental and 
subordinate capital. The federal government would be a minority investor, 
providing anywhere from a 33 percent to 50 percent of a project’s cost. States and 
localities would borrow from the State Revolving Loan Fund (SRF) account as now; 
they would repay the loan to the SRF authority, which in turn would repay the 
Treasury 

Financing would be in the form of secured (direct) Treasury loans — the most 
likely form of assistance — loan guarantees, or standby lines of credit. Loans would 
be repaid over 35 years from the completion of the project. Interest rates would be 
fixed and follow the equivalent Treasury rates (currently at 1,95 percent for a 10- 
year Treasury security constant maturity). 

The WIFIA program would assist sewage treatment projects having their 


2 "Each State shall annually prepare a plan identifying the intended uses of the amounts available to 
its water pollution control revolving fund.” 33 U.S.C. § 1386 (c). 
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own revenue streams from the federal trust fund, user fees, local ratepayers, or 
other revenue sources, all of which can help attract substantial private capital with a 
limited federal investment. This program offers the sponsors of large projects a new 
tool to leverage limited federal resources, stimulate additional investment in our 
nation's infrastructure by as much as $15 billion annually, and encourage greater 
private sector participation in meeting the nation’s clean water needs. 

Yet federal funding is not the only answer; since the mid-1970s, money from 
local and state governments has represented an increasing percentage of public 
drinking-water and wastewater investment — rising to more than 95 percent in 
recent years. Because some water systems are now privatized [approximately 10 
percent of the 170,000 public-serving drinking-water systems), private capital may 
become increasingly important. 

But whether a system is government owned or private, households and 
businesses still ultimately foot the bill; thus, setting rates at levels sufficient to 
maintain and upgrade infrastructure is critical. If rates increase too much, however, 
more low-income residents would face financial hardship. 

ASCE also sees potential to ease the federal funding burden through other 
mechanisms such as through; 

1) Federal legislation to eliminate the state cap on private activity bonds for 
water infrastructure projects to bring an estimated $6 billion to $7 billion 
annually in new private financing to bear on the problem. 

2) Legislation to allow Public Private Partnerships [PPPs) as one of many 
methods of financing infrastructure improvements. ASCE supports the use of 
PPPs only when the public interest is protected. Any public revenue derived 
from PPPs must be dedicated exclusively to comparable infrastructure 
facilities in the state or locality where the project is based. 

3) Federal legislation to establish a National Infrastructure Bank. Such a bank 
would leverage public funds with private dollars to invest in infrastructure — 
transportation, environment, and energy projects of significance — that could 
play a significant role in improving the nation's infrastructure. 

4) Congressional efforts to craft legislation to establish a dedicated source of 
revenues for wastewater and drinking-water projects that would provide a 
stable, long-term basis for financing for these critical systems. 

Finally, the federal government cannot be the bank of last resort. Individual 
water utilities must consider the possibility of increasing the price of water to local 
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ratepayers. Water must be appropriately priced to ensure investments can rebuild 
the infrastructure. 

III. Conclusion 

It is important to remember that, unless current trends are reversed, the 
performance of the U.S. economy will continue to su ffer. 

■ Business productivity will go down. As water rates rise, costs to businesses 
will go up, and Gross Domestic Product will have dropped by a cumulative 
total of $416 billion below its anticipated level. 

- America will lose jobs. The U.S. economy is predicted to lose 700,000 jobs 
by 2020 due to inadequate water treatment and delivery, 

• These effects will be widely felt. Job losses will occur throughout the 
economy, with almost 500,000 jobs threatened in sectors traditionally 
employing people without extensive education and 184,000 jobs in 
knowledge-based sectors. 

■ Cumulatively, families will earn $541 billion less in 2020 than they earned 
in 2011. By 2020, this means that an individual household will be earning 
$806 less a year. 

■ U.S. exports will fall by a cumulative total of approximately $6 billion by 
2020, accounting for about four percent of the total decrease in business 
sales estimated for that year. The greatest losses are in the technology and 
manufacturing sectors, including aerospace, instruments, chemicals and 
drugs, as well as associated finance and professional services. 

There are multiple ways to prevent these negative consequences described 
in this report. Possible preventive measures include spending more on existing 
technologies, investing to develop and then implement new technologies, and 
changing patterns in where and how we live. 

All these solutions involve costs. Separately or in combination, these 
solutions will require action at the national, regional, and private levels, and will not 
occur automatically. 


# # # 
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